SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K
ANNUAL REPORT UNDER SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended: December 31, 2001
Commission File Number: 1-16535

Odyssey Re Holdings Corp.

(Exact Name of Registrant as Specified in its Charter)

Delaware 52-2301683
(State or Other Jurisdiction of (I.R.S. Employer
Incorporation or Organization) Identification Number)

Odyssey Re Holdings Corp.
140 Broadway, 39th Floor, New York, New York 10005
(212) 978-4700

(Address, including zip code, and telephone number,
including area code, of registrant’s principal executive offices)

Donald L. Smith, Esq.
General Counsel
Odyssey Re Holdings Corp.
140 Broadway, 39th Floor, New York, New York 10005
(212) 978-4700

(Name, address, including zip code, and telephone number, including area code, of agent for service)

Securities Registered Pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange On Which Registered
Common Stock, par value $0.01 per share New York Stock Exchange
Toronto Stock Exchange

Securities Registered Pursuant to Section 12(g) of the Act:
None

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant was required to file such reports), and
(2) has been subject to the filing requirements for at least the past 90 days. YES NO O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this
Form 10-K or any amendment to this Form 10-K. O

The aggregate market value of the shares of all classes of voting stock of the registrant held by non-affiliates of the registrant on February 1,
2002 was approximately $279,428,569 computed upon the basis of the closing sales price of the Common Stock on that date. For purposes of this
computation, shares held by directors (and shares held by entities in which they serve as officers) and officers of the registrant have been
excluded. Such exclusion is not intended, nor shall it be deemed, to be an admission that such persons are affiliates of the registrant.

As of December 31, 2001, there were outstanding 65,142,857 shares of Common Stock, par value $0.01 per share, of the registrant.

Documents Incorporated by Reference

Portions of the registrant’s definitive proxy statement filed or to be filed with the Securities and Exchange Commission pursuant to
Regulation 14A involving the election of directors at the annual meeting of the stockholders of the registrant scheduled to be held on or about
April 23, 2002 are incorporated by reference in Part III of this Form 10-K.




Item 1.
Item 2.
Item 3.
Item 4.

Item 5.
Item 6.
Item 7.

Item 8.
Item 9.

Item 10.
Item 11.
Item 12.
Item 13.

Item 14.

ODYSSEY RE HOLDINGS CORP.

TABLE OF CONTENTS

Page
PART I
BUSINESS . . oo 4
PrOpeItieS . . o oot 27
Legal Proceedings . . .. ..ottt 27
Submission of Matters to a Vote of Security Holders ............................... 27
PART II
Market for Registrant’s Common Equity and Related Stockholder Matters............. 28
Selected Financial Data . ...... .. .. . 29
Management’s Discussion and Analysis of Financial Condition and
Results of Operations . .. ... ..ottt e e e 32
Financial Statements and Supplementary Data........... ... ... ... . i, 44
Changes in and Disagreements with Accountants on Accounting and
Financial DisCloSUIeS . . ... ... ot 85
PART III
Directors and Executive Officers of the Registrant. .. ... ... ... ... .. .. ... ... ..... 85
Executive COMPENSAION . . . ..ottt ettt e e e e e e 85
Security Ownership of Certain Beneficial Owners and Management . .................. 85
Certain Relationships and Related Transactions................ ... oiiiiiinanon... 85
PART IV
Exhibits, Financial Statement Schedules, and Reports on Form 8-K .................. 89

9 ¢ 99 ¢

References in this Annual Report on Form 10-K to “OdysseyRe,” “we,” “us” and “our” refer to Odyssey Re
Holdings Corp. and, unless the context otherwise requires or otherwise as expressly stated, its subsidiaries,
including Odyssey America, ORC, Newline and Hudson.



FORWARD-LOOKING STATEMENTS

Any written or oral statements made by us or on our behalf may include forward-looking statements that
reflect our current views with respect to future events and financial performance. These forward-looking
statements relate to, among other things, our plans and objectives for future operations. These forward-looking
statements are subject to uncertainties and other factors that could cause actual results to differ materially
from such statements. These uncertainties and other factors, which we describe in more detail elsewhere in
this Annual Report on Form 10-K, include, but are not limited to:

The words “believe,

the occurrence of catastrophic events with a frequency or severity exceeding our estimates;

a decrease in the level of demand for our reinsurance or insurance business, or increased competition in
the industry;

the lowering or loss of one of our financial or claims-paying ratings, including those of our subsidiaries;
risks associated with implementing our business strategies;

uncertainties in our reserving process;

failure of our reinsurers to honor their obligations;

actions of our competitors, including industry consolidation;

increased competition from alternative sources of risk management products, such as the capital
markets;

loss of services of any of our key employees;

the passage of federal or state legislation subjecting our business to additional supervision or regulation,
including additional tax regulation, in the United States or other jurisdictions in which we operate; and

changes in economic conditions, including interest rate conditions which could affect our investment
portfolio.

” “anticipate,” “project,” “expect,” “intend,” “will likely result,” “will seek to” or

“will continue” and similar expressions identify forward-looking statements. We caution readers not to place
undue reliance on these forward-looking statements, which speak only as of their dates. We have described
some important factors that could cause our actual results to differ materially from our expectations in this
Annual Report on Form 10-K, including factors discussed below in the section titled “Risk Factors.” Except
as otherwise required by federal securities laws, we undertake no obligation to publicly update or revise any
forward-looking statements, whether as a result of new information, future events or otherwise.



PART I

Item 1. Business
The Company

Odyssey Re Holdings Corp. was incorporated on March 21, 2001 in the state of Delaware to serve as the
holding company for the reinsurance-related subsidiaries of Fairfax Financial Holdings Limited (Fairfax), a
publicly traded Canadian financial services company. Our business was formed through the combination of
Odyssey Reinsurance Corporation (ORC), acquired by Fairfax in May 1996, and Odyssey America
Reinsurance Corporation (Odyssey America), acquired by Fairfax in April 1999. ORC became a wholly-
owned subsidiary of Odyssey America in 1999 and as a result of this corporate reorganization, ORC has
substantially ceased writing new business but continues to maintain active licenses in 50 states. Newline
Holdings UK Limited (Newline), a subsidiary of Odyssey America, formed in 1997, is a holding company
with several wholly-owned operating subsidiaries, including Newline Underwriting Management Ltd., through
which it owns and manages Lloyd’s Syndicate 1218. Hudson Insurance Company (Hudson), acquired by
Fairfax in May 1996 as part of the acquisition of ORC, is a wholly-owned subsidiary of ORC and is principally
engaged in the business of primary property and casualty insurance.

On June 19, 2001, we issued 17,142,857 shares of our common stock (approximately 26% of our
outstanding common stock), in an initial public offering. After the offering, subsidiaries of Fairfax held
48 million shares of our common stock (approximately 74% of our outstanding common stock).

Through our wholly-owned subsidiaries, Odyssey America, ORC, Newline, and Hudson, we offer
reinsurance and insurance capacity for a full range of property and casualty products on a treaty and
facultative basis, directly and through brokers, to insurance and reinsurance companies, in both the domestic
and international markets. Through December 31, 2001, we were organized across three operating divisions:
The Americas, Newline Syndicate, and EuroAsia divisions. Effective January 1, 2002, Newline Syndicate and
our London branch were integrated and renamed London Market Division providing insurance through
Lloyd’s and reinsurance through Odyssey America’s London branch office. Our global presence is established
through 12 offices, with principal locations in the United States, London, Paris, Singapore, and Latin America.

Our operating subsidiaries presently hold an “A” (Excellent) rating from A.M. Best and an “A-"
financial strength rating from Standard & Poor’s. Ratings are used by insurers, reinsurers and reinsurance and
insurance intermediaries as an important means of assessing the financial strength and quality of reinsurers.
These ratings represent independent opinions of financial strength and ability to meet policyholder obligations.
“A” rated reinsurance or insurance companies are considered by A.M. Best to have a strong ability to meet
their obligations to policyholders. “A” is the third highest designation of A.M. Best’s sixteen rating levels. A
reinsurer or insurer rated “A-" by Standard & Poor’s is believed to have ‘“‘strong” financial security
characteristics, but is more likely to be affected by adverse business conditions than are insurers with higher
ratings. “A-" is the third highest designation of Standard & Poor’s eight ratings levels.

We had gross premiums written in 2001 of $1.2 billion and stockholders’ equity at December 31, 2001 of
$820.9 million.

The Reinsurance Business

Reinsurance is an arrangement in which the reinsurer agrees to indemnify an insurance or reinsurance
company, the ceding company, against all or a portion of the risks underwritten by the ceding company under
one or more insurance or reinsurance contracts. Reinsurance can provide a ceding company with several
benefits, including a reduction in net liability on individual risks, catastrophe protection from large or multiple
losses and/or assistance in maintaining acceptable financial ratios. Reinsurance also provides a ceding
company with additional underwriting capacity by permitting it to accept larger risks and write more business
without a concurrent increase in capital and surplus. Reinsurance, however, does not discharge the ceding
company from its liability to policyholders. Rather, reinsurance serves to indemnify a ceding company for
losses payable by the ceding company to its policyholders.
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There are two basic types of reinsurance arrangements: treaty and facultative reinsurance. In treaty
reinsurance, the ceding company is obligated to cede and the reinsurer is obligated to assume a specified
portion of a type or category of risks insured by the ceding company. Treaty reinsurers do not separately
evaluate each of the individual risks assumed under their treaties and are largely dependent on the individual
underwriting decisions made by the ceding company. Accordingly, reinsurers will carefully evaluate the ceding
company’s risk management and underwriting practices in deciding whether to provide treaty reinsurance and
in appropriately pricing the treaty.

In facultative reinsurance, the ceding company cedes and the reinsurer assumes all or part of the risk
under a single insurance contract. Facultative reinsurance is negotiated separately for each insurance or
reinsurance contract that is reinsured. Facultative reinsurance normally is purchased by ceding companies for
individual risks not covered by their reinsurance treaties, for amounts in excess of the dollar limits of their
reinsurance treaties or for unusual risks. Underwriting expenses and, in particular, personnel costs, are higher
on facultative business because each risk is individually underwritten and administered. The ability to
separately evaluate each risk reinsured, however, increases the probability that the reinsurer can price the
contract to more accurately reflect the risks involved.

An additional form of facultative reinsurance is known as “automatic facultative” reinsurance, or
“program facultative” reinsurance, which has elements of both treaty reinsurance and facultative reinsurance.
In these automatic facilities, risks within a class of business are stratified into groups based on similar risk
characteristics. Risks falling within these defined categories are automatically ceded with pricing and terms
commensurate with their pre-defined risk characteristics. In this way, a reinsurer can more accurately price
the levels of risk within a class of business than with treaty reinsurance, although with less precision than
facultative reinsurance which evaluates each individual risk.

Both treaty and facultative reinsurance can be written on either a proportional, also known as pro rata,
basis or on an excess of loss basis. With respect to proportional reinsurance, the ceding company and the
reinsurer share the premiums as well as the losses and expenses in an agreed proportion. In the case of
reinsurance written on an excess of loss basis, the reinsurer indemnifies the ceding company against all or a
specified portion of losses and expenses in excess of a specified dollar amount, known as the ceding company’s
retention or reinsurer’s attachment point.

Excess of loss reinsurance is often written in layers. A reinsurer accepts the risk just above the ceding
company’s retention up to a specified amount, at which point that reinsurer or another reinsurer accepts the
excess liability up to an additional specified amount or such liability reverts to the ceding company. The
reinsurer taking on the risk just above the ceding company’s retention layer is said to write working layer or
low layer excess of loss reinsurance. A loss that reaches just beyond the ceding company’s retention will create
a loss for the lower layer reinsurer, but not for the reinsurers on the higher layers. Loss activity in lower layer
reinsurance tends to be more predictable than in higher layers.

Premiums payable by the ceding company to a reinsurer for excess of loss reinsurance are not directly
proportional to the premiums that the ceding company receives because the reinsurer does not assume a
proportionate risk. In contrast, premiums that the ceding company pays to the reinsurer for proportional
reinsurance are proportional to the premiums that the ceding company receives, consistent with the
proportional sharing of risk. In addition, in proportional reinsurance, the reinsurer generally pays the ceding
company a ceding commission. The ceding commission generally is based on the ceding company’s cost of
acquiring the business being reinsured (commissions, premium taxes, assessments and miscellaneous
administrative expense) and also may include a profit factor for producing the business.

Reinsurance may be written for insurance or reinsurance contracts covering casualty risks or property
risks. In general, casualty insurance protects against financial loss arising out of an insured’s obligation for loss
or damage to a third party’s property or person. Property insurance protects an insured against a financial loss
arising out of the loss of property or its use caused by an insured peril or event. Property catastrophe coverage
is generally “all risk” in nature and written on an excess of loss basis, with exposure to losses from earthquake,
hurricanes and other natural or manmade catastrophes such as storms, floods, fire or tornados. There tends to
be a greater delay in the reporting and settlement of casualty reinsurance claims as compared to property
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claims due to the nature of the underlying coverage and the greater potential for litigation involving casualty
risks.

Reinsurers may purchase reinsurance to cover their own risk exposure. Reinsurance of a reinsurer’s
business is called a retrocession. Reinsurance companies cede risks under retrocessional agreements to other
reinsurers, known as retrocessionaires, for reasons similar to those that cause insurers to purchase reinsurance:
to reduce net liability on individual or classes of risks, protect against catastrophic losses, stabilize financial
ratios and obtain additional underwriting capacity.

Reinsurance can be written through professional reinsurance brokers or directly with ceding companies.

Lines of Business

The following table sets forth our gross premiums written by type of business for the three-year period
ended December 31, 2001.

Years Ended December 31,

2001 2000 1999
$ % $ % $ %
(dollars in millions)

Property excess of loss ............... $ 1428 12.4% $ 69.6 8.1% $ 64.5 9.9%
Proportional property ................ 206.5 17.9 102.3 11.9 74.7 11.4
Casualty excess of loss ............... 181.6 15.7 195.5 22.7 155.8 23.8
Proportional casualty ................ 308.2 26.7 247.4 28.7 161.1 24.6
Miscellaneous lines . ................. 35.8 3.1 51.6 6.0 45.9 7.0

Treaty reinsurance. ................ 874.9 75.8 666.4 77.4 502.0 76.7
Newline Syndicate (Lloyd’s)(1)....... 131.9 11.4 107.8 12.5 42.2 6.4
Facultative reinsurance............... 90.0 7.9 59.5 6.8 96.0 14.7
Primary insurance (Hudson) .......... 56.8 4.9 28.5 3.3 14.3 2.2

Total ......... . $1,153.6  100.0% $862.2 100.0% $654.5 100.0%

(1) Includes all business written through the Newline Syndicate division (Lloyd’s).

Treaty casualty business accounted for approximately $549.6 million, or 47.6%, of gross premiums written
for the year ended December 31, 2001, of which 63.8% was written on a proportional basis and 36.2% was
written on an excess of loss basis. Our treaty casualty portfolio principally consists of specialty casualty
products, including professional liability, directors’ and officers’ liability, excess and surplus lines, workers’
compensation and accident and health, as well as general casualty products, including general liability and
auto liability. Treaty property business represented approximately $349.3 million, or 30.3%, of gross premiums
written for the year ended December 31, 2001, primarily consisting of commercial property and homeowners’
coverage, of which 59.1% was written on a proportional basis and 40.9% was written on an excess of loss basis.
Miscellaneous reinsurance lines, accounting for 3.1% of gross premiums written in 2001, were primarily
comprised of marine and aerospace, and surety lines.

Through our Newline Syndicate, we participate in the Lloyd’s of London market, writing reinsurance and
insurance products worldwide through brokers. Our Lloyd’s membership provides strong brand recognition,
extensive broker and direct distribution channels and worldwide licensing, including the ability to write
primary business on an excess and surplus basis in the United States. The Newline Syndicate writes
predominantly treaty business across various classes of business including specialty casualty, marine and
aerospace and financial lines.

Facultative reinsurance accounted for $90.0 million, or 7.9%, of gross premiums written for the year
ended December 31, 2001, with approximately 75.0% derived from the Americas division and 25.0% from the
EuroAsia division. With respect to facultative business in the United States, we write only casualty
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reinsurance, including general liability, umbrella liability, directors’ and officers’ liability, professional liability
and commercial auto lines; with respect to facultative business in Latin America and EuroAsia, we write only
property reinsurance.

We write property catastrophe excess of loss reinsurance, covering loss or damage from unpredictable
events such as hurricanes, windstorms, hailstorms, freezes or floods, which provides aggregate exposure limits
and requires cedants to incur losses in specified amounts before our obligation to pay is triggered.
Approximately $80.0 million, or 6.9%, of gross premiums written for the year ended December 31, 2001 was
derived from property catastrophe excess of loss reinsurance, written primarily in North America. We also
write property business which is catastrophe exposed on a proportional basis in North America and Latin
America. In addition, the EuroAsia division is largely property catastrophe exposed primarily in Europe,
Japan, the Pacific Rim and the Middle East.

In addition to reinsurance, we also provide some traditional insurance products, primarily consisting of
homeowners’ insurance. Primary insurance, including amounts written through the Newline Syndicate,
accounted for 9.6% of our gross premiums written for the year ended December 31, 2001.

As a general matter, we target specific classes of business depending on the market conditions prevailing
at any given point in time. We actively seek to grow our participation in classes experiencing improvements,
and lessen participation in those classes suffering from intense competition or poor fundamentals. Conse-
quently, the classes of business for which we provide reinsurance are diverse in nature and the product mix
within the reinsurance and insurance portfolio may change over time. From time to time, we may consider
opportunistic expansion or entry into new classes of business or ventures, either through organic growth or the
acquisition of other companies or books of business.

We are not materially dependent on any single customer, line of business or geographical area. We do not
believe that the reduction of business assumed from any one customer or small group of customers would have
a meaningful impact on future financial results due to our competitive position in the marketplace and the
availability of other sources of business.

Divisions

Our business is organized across three operating divisions: the Americas, Newline Syndicate and
EuroAsia divisions. The table below illustrates gross premiums written by division for the three year period
ended December 31, 2001.

Years Ended December 31,

2001 2000 1999
$ % $ % $ %
(dollars in millions)
AMETICAS . ...\ vii e $ 841.2 72.9% $754.0 87.5% $612.3 93.6%
Newline Syndicate .................. 131.9 11.4 107.8 12.5 42.2 6.4
EuroAsia ........... ... .. ... .. ..... 180.5 15.7 0.4 — — —
Total ......... ... .. ... .. .. .. ..... $1,153.6  100.0% $862.2 100.0% $654.5 100.0%

Americas Division

The Americas is our largest division, accounting for $841.2 million, or 72.9%, of gross premiums written
for the year ended December 31, 2001. The Americas division writes treaty, both casualty and property, and
facultative casualty reinsurance in the United States and Canada and treaty property and facultative property
reinsurance in South America, as well as, to a limited extent, primary business in the United States through
Hudson, our insurance subsidiary. The Americas division operates through six offices located in Stamford,
New York City, Mexico City, Miami, Santiago and Toronto and currently has 258 employees. The operations
of the Americas division seek to target small to medium sized regional and specialty ceding companies, as well
as various specialized departments of major insurance companies.
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The Americas division is organized into four units: the United States, Canada, Latin America and
London Branch units.

The following table displays gross premiums written by each of the four major units within the Americas
division for the three year period ended December 31, 2001.

Years Ended December 31,

2001 2000 1999
$ % $ % $ %
(dollars in millions)
United States(1) .................... $728.1 86.6% $616.7 81.8% $505.2 82.5%
Latin America ...................... 72.3 8.6 40.6 5.4 16.4 2.7
Canada ............................ 16.4 1.9 13.9 1.8 — —
Subtotal . ......................... 816.8 97.1 671.2 89.0 521.6 85.2
London Branch(2)................... 24.4 2.9 82.8 11.0 90.7 14.8
Total ........... ... .. . .. $841.2  100.0% $754.0 100.0% $612.3 100.0%

(1) Includes $56.8 million, $28.5 million and $14.3 million of insurance premiums written by Hudson for
the years ended December 31, 2001, 2000 and 1999.

(2) As part of the realignment of our business across geographic regions, gross premiums previously
written by the London Branch unit were being written through the Newline Syndicate and EuroAsia
divisions in 2001.

The United States unit primarily provides treaty casualty business. In addition to the specialty casualty
and general casualty reinsurance lines, the unit also writes commercial and personal property as well as marine
and aerospace, accident and health and surety lines. Facultative casualty is also written in the United States
unit, mainly for general liability, umbrella liability, directors’ and officers’ liability, professional liability and
commercial auto. The United States unit operates out of offices in Stamford and New York City. The Latin
America unit writes primarily treaty property and facultative property business throughout the region,
predominantly commercial property in nature, and also writes auto and marine lines. The Latin America unit
has its principal office in Mexico City with satellite offices in Miami and Santiago. Canada writes primarily
property, crop hail and auto liability coverage, operating out of one office in Toronto.

Gross premiums written by type of business for the Americas division are displayed in the following table
for the three year period ended December 31, 2001.

Years Ended December 31,

2001 2000 1999
$ % $ % $ %
(dollars in millions)

Property excess of loss................. $ 86.0 10.2% $ 69.6 92% $ 64.5 10.5%
Proportional property .................. 153.1 18.2 102.3 13.6 74.7 12.2
Casualty excess of loss ................ 174.6 20.8 195.5 25.9 155.8 25.5
Proportional casualty .................. 279.7 333 247.4 32.8 161.1 26.3
Miscellaneous lines ................... 22.7 2.7 51.4 6.9 45.9 7.5

Treaty reinsurance .................. 716.1 85.2 666.2 88.4 502.0 82.0
Facultative reinsurance ................ 68.3 8.0 59.3 7.9 96.0 15.7
Primary insurance .................... 56.8 6.8 28.5 3.7 14.3 2.3

Total ... o $841.2  100.0% $754.0 100.0% $612.3  100.0%




Newline Syndicate Division

The Newline Syndicate division writes reinsurance and insurance business worldwide through brokers,
generating $131.9 million, or 11.4%, of gross premiums written for the year ended December 31, 2001. The
Newline Syndicate division is comprised of Lloyd’s of London business, in which we participate through our
100% ownership of Newline Underwriting Management Ltd., which in turn owns and manages Syndicate
1218. Operating out of its offices in London, this division currently has 67 employees. For 2001, the Newline
Syndicate division operated four major units: the North American Casualty; Marine and Aerospace;
International Casualty; and Financial Lines units. Business represented by the International Casualty and
Marine and Aerospace units was transferred from the London Branch unit of the Americas division into the
Newline Syndicate division in July 2000 as a result of the realignment of our business across geographic
regions. At mid-year 2001 underwriting responsibility for the North American Casualty business was assumed
by the Americas division.

The following table displays gross premiums written by business unit for the Newline Syndicate division
for the three year period ended December 31, 2001.

Years Ended December 31,

2001 2000 1999
$ % $ % $ %
(dollars in millions)

North American Casualty............... $ 394 29.9% $ 39.7 36.8% $ 9.3 22.0%
Marine and Aerospace. ................. 18.2 13.8 4.6 4.3 — —
International Casualty .................. 19.7 14.9 4.8 4.5 — —
Discontinued Lines .................... 0.7 0.5 21.9 20.3 16.8 39.7

Total reinsurance .................... 78.0 59.1 71.0 65.9 26.1 61.7
Financial Lines........................ 53.9 40.9 36.8 34.1 16.2 38.3

Total Syndicate ..................... $131.9 100.0% $107.8 100.0% $42.3 100.0%

The North American Casualty unit wrote predominantly specialty casualty treaty business for North
American domiciled clients on both a proportional and excess of loss basis. The principal classes written by
this unit were medical malpractice, professional liability, directors’ and officers’ liability and, to a lesser extent,
automobile and general liability business. The Marine and Aerospace unit writes predominantly treaty
business, including primary satellite proportional and excess of loss business and general aviation and marine
excess of loss business. The International Casualty unit writes predominantly treaty business, covering
automobile liability, financial lines and other lines on both a proportional and excess of loss basis.
Discontinued Lines represents business relating to the North American Binding Authority. As a result of
strategic refocusing of our underwriting activities, this business was discontinued during the second half of
2000. The Financial Lines unit writes specialty insurance and facultative reinsurance worldwide, including
crime, professional liability, directors” and officers’ liability and employers and public liability. The majority of
this business is located outside of the United States.

EuroAsia Division

The EuroAsia division was formed in 2000 as part of the realignment of our business across geographic
regions. EuroAsia operates out of six offices, with principal offices in Paris and Singapore and satellite offices
in Cologne, Stockholm, London and Tokyo. The EuroAsia division currently has 72 employees. The EuroAsia
division is comprised of (1) property business previously written in the London Branch, (2) participation in
certain renewal business previously written through Compagnie Transcontinentale de Réassurance (CTR), a
wholly-owned subsidiary of Fairfax and (3) new business produced by the division.

The EuroAsia division is designed to enable it to capitalize on the growth opportunities in the
international reinsurance market. The division targets several international markets throughout Europe, the
Middle East and Asia. The division conducts business through brokers and directly with ceding companies and
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is organized through four geographical zones and by specialists in personal accident, credit and bonds, aviation
and marine, and liability business.

The EuroAsia division wrote $180.5 million, or 15.7%, of our gross premiums written for the year ended
December 31, 2001.

The following table illustrates gross premiums written by type of business for the EuroAsia division for
the year ended December 31, 2001.

Year Ended
December 31, 2001
$ %
(dollars in millions)
Property excess of 10SS. . .....ou it $ 56.9 31.5%
Proportional property .. .......coii it e 533 29.5
Casualty excess 0f 10SS .. ..ottt 7.0 3.9
Proportional casualty ... ...... ...t 28.5 15.8
Miscellaneous lines . ........... i e e 13.1 7.3
Treaty TEINSUTANCE . . ..ottt ettt e e e e ettt ie e 158.8 88.0
Facultative reinsSurance . .............couitiininereinn e 21.7 12.0
Total .. $180.5 100.0%

Retention Levels and Retrocession Arrangements

Under our current underwriting guidelines for treaties, we impose maximum retentions on a per risk
basis. We believe that the levels of gross capacity per property risk that are in place are sufficient to achieve
our objective of attracting business in the international markets. The following table illustrates the current
gross capacity, maximum retrocession and maximum net retention generally applicable under our underwrit-
ing guidelines.

Gross Maximum Maximum Net
Capacity Retrocession Retention
(dollars in millions)
Treaty
Property . ..o $10.0 $ — $10.0
Casualty. ... 5.0 — 5.0
Facultative
Casualty. ... 5.0 2.9 2.1
Property — Latin America ......................... 10.0 8.0 2.0
Property — EuroAsia ................. ..., 10.0 9.3 0.7

We also purchase property catastrophe excess of loss retrocessional protection that limits our net loss
exposure to any one event to $10 million, subject to the aggregate limits of such protection.

Marketing

We provide reinsurance capacity in the U.S. market primarily through brokers and in international
markets through brokers and directly to insurers and reinsurers.

We believe the willingness of a primary insurer or reinsurer to use a specific reinsurer is not solely based
on pricing. Other factors include: perception of the financial security of the reinsurer, claims paying ability
rating, ability to design customized products, the quality of a reinsurer’s service and its commitment to provide
reinsurance capacity. We believe we have developed a reputation with our clients for prompt responses on
underwriting submissions and timely claims payments. Additionally, we believe our level of capital and surplus
demonstrates strong financial position and intent to continue providing reinsurance capacity.
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The reinsurance broker market consists of several substantial national and international brokers and a
number of smaller specialized brokers. Brokers do not have the authority to bind us with respect to reinsurance
agreements, nor do we commit in advance to accept any portion of the business that brokers submit. Brokerage
fees generally are paid by reinsurers and are included as an underwriting expense in the financial statements.
Our five largest brokers accounted for an aggregate of approximately 55% of gross premiums written in 2001.

Direct distribution is an important channel for us, in the overseas markets served by the Latin America
unit of the Americas division and the EuroAsia division. Direct placement of reinsurance enables us to access
clients who prefer to place their reinsurance directly with their reinsurers based upon the reinsurer’s in-depth
understanding of the ceding company’s needs. Our primary insurance business generated through Hudson is
written principally through general agency relationships, while primary Lloyd’s market business is written
through agency and direct distribution channels.

Claims

Claims are managed by our professional claims staff, whose responsibilities include the review of initial
loss reports, creation of claim files, determination of whether further investigation is required, establishment
and adjustment of case reserves and payment of claims. Claims staff recognize that fair interpretation of our
reinsurance agreements and timely payment of covered claims is a valuable service to clients and enhances our
reputation. In addition to claims assessment, processing and payment, claims staff conducts comprehensive
claims audits of both specific claims and overall claims procedures at the offices of selected ceding companies,
which we believe benefits all parties to the reinsurance arrangement. Claims audits are conducted in the
ordinary course of business. In certain instances, a claims audit may be performed prior to assuming
reinsurance business.

Reserves for Unpaid Losses and Loss Adjustment Expenses

Significant periods of time may elapse between the occurrence of an insured loss, the reporting of the loss
by the insured to the ceding company, the reporting of the loss by the ceding company to the reinsurer, the
ceding company’s payment of that loss and subsequent payments to the ceding company by the reinsurer. To
recognize liabilities for unpaid losses and loss adjustment expenses, insurers and reinsurers establish reserves,
which are balance sheet liabilities representing estimates of future amounts needed to pay claims and related
expenses with respect to insured events which have occurred on or before the balance sheet date, including
events which have not been reported to the ceding company.

Upon receipt of a notice of claim from the ceding company, we establish our own case reserve for the
estimated amount of the ultimate settlement, if any. Case reserves usually are based upon the amount of
reserves recommended by the ceding company and may be supplemented by additional amounts as deemed
necessary by our claims staff. In certain instances, we establish case reserves even when the ceding company
does not report any liability to the reinsurer.

We also establish reserves to provide for incurred but unreported claims and the estimated expenses of
settling claims, including legal and other fees, and the general expenses of administering the claims
adjustment process, known as loss adjustment expenses. We calculate incurred but not reported loss and loss
adjustment expense reserves by using generally accepted actuarial reserving techniques to project the ultimate
liability for losses and loss adjustment expenses. We periodically revise such reserves to adjust for changes in
the expected loss development pattern over time.

Losses and loss adjustment expenses, net of related reinsurance recoverable, are charged to income as
incurred. Unpaid losses and loss adjustment expenses comprise the accumulation of case reserves and incurred
but not reported reserves. Provisions for inflation and ‘“‘social inflation” (e.g., awards by judges and juries
which progressively increase in size at a rate exceeding that of general inflation) are implicitly considered in
the overall reserve setting process as an element of the numerous judgments which are made as to expected
trends in average claim severity. Legislative changes may also affect our liabilities, and evaluation of the
impact of such changes is made in the reserve setting process.
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The methods of determining estimates for reported and unreported losses and establishing resulting
reserves and related reinsurance recoverable are continually reviewed and updated, and adjustments resulting
from this review are reflected in income currently. The process relies upon the basic assumption that past
experience, adjusted for the effect of current developments and likely trends, is an appropriate basis for
predicting future events. However, estimation of loss reserves is a complex process, especially in view of
changes in the legal environment which impact the development of loss reserves and therefore quantitative
techniques frequently have to be supplemented by subjective considerations and managerial judgment. In
addition, trends that have affected development of liabilities in the past may not necessarily occur or affect
liability development to the same degree in the future.

While the reserving process is complex and subjective for the ceding companies, the inherent uncertain-
ties of estimating such reserves are even greater for the reinsurer, due primarily to the longer-term nature of
most reinsurance business, the diversity of development patterns among different types of reinsurance treaties
or facultative contracts, the necessary reliance on the ceding companies for information regarding reported
claims and differing reserving practices among ceding companies. As a result, actual losses and loss
adjustment expenses may deviate, perhaps substantially, from estimates of reserves reflected in our consoli-
dated financial statements.

During the loss settlement period, which can be many years in duration, additional facts regarding
individual claims and trends usually become known. As these become apparent, it usually becomes necessary
to refine and adjust the reserves upward or downward and even then the ultimate net liability may be less than
or greater than the revised estimates. We use tabular reserving for workers’ compensation liabilities that are
considered fixed and determinable and discount such reserves using an interest rate of 3.5% and standard
mortality assumptions. The amount of loss reserve discount as of December 31, 2001 is $57.1 million.

Included in our reserves are amounts related to environmental impairment and asbestos-related illnesses,
which, net of related reinsurance recoverable, totaled approximately $62 million as of December 31, 2001 and
2000. The majority of our environmental and asbestos-related liabilities arise from contracts entered into
before 1984 and underwritten as standard general liability coverages where the environmental or asbestos-
related liabilities were neither clearly defined nor specifically excluded. Significant uncertainty exists as to the
ultimate settlement of these liabilities since, among other things, there are inconsistent court resolutions with
respect to underlying policy intent and coverage and uncertainties as to the allocation of responsibility for
resultant damages.

The loss reserve provision for the event of September 11, net of reinsurance recoveries, is $75.5 million as
of December 31, 2001. Gross of reinsurance, the provision is $206.0 million. Our gross and net of reinsurance
loss provision for Enron is $15.0 million as of December 31, 2001. We have evaluated and established these
loss provisions based on a review of our reinsurance contracts. Significant uncertainty exists as to the ultimate
disposition of these liabilities since there is ongoing litigation regarding underlying policy coverage and as to
the allocation of responsibility for resultant damages.

Our survival ratio for environmental and asbestos related liabilities as of December 31, 2001 is twelve
years, reflecting full utilization of remaining indemnifications. The survival ratio represents the environmental
impairment and asbestos related illness reserves, net of reinsurance, on December 31, 2001 plus indemnifica-
tions divided by the average paid environmental and asbestos claims, net of reinsurance, for the last three
years. Our survival ratio is eight years, prior to the reflection of indemnifications. Refer to note 17 of our
consolidated financial statements included in this Form 10-K. Our survival ratio compares favorably with the
U.S. Property and Casualty Industry average survival ratio of eight years as published by A.M. Best in its
special report on Asbestos and Environmental claims dated May 7, 2001.

The “Ten Year Analysis of Consolidated Net Loss and Loss Adjustment Expense Reserve Development”
which follows presents the development of balance sheet loss and loss adjustment expense reserves for
calendar years 1991 through 2001. The upper half of the table shows the cumulative amounts paid during
successive years related to the opening reserve. For example, with respect to the net loss and loss adjustment
expense reserve of $1,746 million as of December 31, 1992, by the end of 2001, $1,253 million had actually
been paid in settlement of those reserves. In addition, as reflected in the lower section of the table, the original
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reserve of $1,746 million was re-estimated to be $1,674 million as of December 31, 2001. This change from
the original estimate would normally result from a combination of a number of factors, including losses being
settled for different amounts than originally estimated. The original estimates will also be increased or
decreased, as more information becomes known about the individual claims and overall claim frequency and
severity patterns. The net deficiency or redundancy depicted in the table, for any particular calendar year,
shows the aggregate change in estimates over the period of years subsequent to the calendar year reflected at
the top of the respective columns. For example, the net redundancy of $12 million as of December 31, 2001
related to December 31, 1995 net loss and loss adjustment expense reserves of $1,987 million, represents the
cumulative amount by which net reserves for 1995 have developed favorably from 1996 through 2001.

Each amount other than the original reserves in the table below includes the effects of all changes in
amounts for prior periods. For example, if a loss settled in 1994 for $150,000 was first reserved in 1991 at
$100,000 and remained unchanged until settlement, the $50,000 deficiency (actual loss minus original
estimate) would be included in the cumulative net deficiency in each of the years in the period 1991 through
1993 shown in the following table. Conditions and trends that have affected development of liability in the past
may not necessarily occur in the future. Accordingly, it may not be appropriate to extrapolate future
development based on this table.

The Cumulative Redundancy/ (Deficiency) values for 1996 and 1998 are impacted by significant loss
reserve adjustments for Odyssey America. A reserve adjustment on 1996 and prior Odyssey America
outstanding losses recognizing reserve inadequacies prior to its purchase by Fairfax accounts for approximately
$69 million of the reported approximately $74 million cumulative deficiency for 1996. A reserve adjustment on
1998 and prior Odyssey America outstanding losses recognizing reserve inadequacies prior to its purchase by
Fairfax accounts for approximately $34 million of the reported approximately $56 million cumulative
deficiency for 1998.

As discussed in note 7 to our consolidated financial statements included in this Form 10-K, the
Cumulative Redundancy/ (Deficiency) values for 1995 through 2000 are also impacted by a stop loss
agreement involving ORC loss reserves as of December 31, 1995. Without this stop loss agreement, the
Cumulative Redundancy/ (Deficiency) values for 1995 through 2000 would have been cumulative deficiencies
of $93 million, $163 million, $68 million, $109 million, $66 million, and $42 million, respectively. Under the
stop loss agreement, ORC retroceded, and ORC Re Limited, a Fairfax subsidiary, agreed to reinsure,
100 percent of ORC’s net incurred losses plus cumulative net incurred uncollectable reinsurance recoverables,
for accident years 1995 and prior, in excess of approximately $929 million, subject to a cumulative aggregate
limit of $175 million.

The Gross Cumulative Redundancy/ (Deficiency) for 1996 and 1998 was impacted by significant loss
reserve adjustments for Odyssey America. The gross reserve adjustment on 1996 and prior Odyssey America
outstanding losses accounts for approximately $140 million of the approximately $239 million gross
cumulative deficiency as of year end 2001. The gross reserve adjustment on 1998 and prior Odyssey America
outstanding losses accounts for approximately $156 million of the approximately $289 million gross
cumulative deficiency as of year end 2001. Most of this gross loss emergence has been ceded to retrocessional
protections. Additionally, environmental and asbestos loss emergence accounts for a substantial amount of the
remainder of the Gross Cumulative Deficiencies for years 1996 through 1999. All of this environmental and
asbestos emergence has been ceded to retrocessional and indemnification protections.

A table presenting a reconciliation of beginning and ending reserve balances for calendar years 2001, 2000
and 1999 is provided in note 16 to our consolidated financial statements included in this Form 10-K.
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Ten Year Analysis of Consolidated L.oss and Loss Adjustment Expense Reserve Development Table
Presented Net of Reinsurance With Supplemental Gross Data
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
(dollars in millions)
Reserves for unpaid loss and LAE .. $1,479 $1,746 $1,844 $1,906 $1,987 $1,992 $2,134 $1,988 $1,831 $1,667 $1,674
Paid (cumulative) as of:

One year later . ................ 330 325 352 367 476 457 546 594 609 596
Two years later ................ 532 597 636 723 780 837 994 1,055 1,042
Three years later............... 707 805 892 925 1,007 1,142 1,342 1,353
Four years later................ 824 991 1,020 1,098 1,208 1,349 1,518
Five years later ................ 943 1,073 1,141 1,235 1,322 1,475
Six years later ................. 997 1,168 1,221 1,296 1,403
Seven years later............... 1,068 1,208 1,264 1,349
Eight years later ............... 1,097 1,228 1,303
Nine years later ............... 1,097 1,253
Ten years later ................ 1,107
Liability re-estimated as of:
One year later . ................ 1,484 1,767 1,858 1,912 2,001 2,107 2,113 2,034 1,846 1,690
Two years later ................ 1,477 1,772 1,850 1,924 2,074 2,121 2,151 2,043 1,862
Three years later............... 1,492 1,750 1,855 1,974 2,069 2,105 2,131 2,044
Four years later................ 1,478 1,746 1,878 1,957 2,008 2,074 2,128
Five years later ................ 1,479 1,757 1,864 1,898 1,977 2,066
Six years later . ................ 1,490 1,743 1,809 1,870 1,975
Seven years later............... 1,482 1,695 1,780 1,870
Eight years later ............... 1,445 1,668 1,780
Nine years later ............... 1,434 1,674
Ten years later ................ 1,434

Cumulative redundancy/ (deficiency) $ 45 $§ 72 § 64 § 36 $ 12 $ (7149)$ 6 $ (56) $§ (31) $ (23) $§ —

Gross liability — end of year....... $2,647 $2,894 $2,692 $2,570 $2,566 $2,720
Reinsurance receivable............ 655 760 704 739 899 1,046
Net liability — end of year ........ 1,992 2,134 1,988 1,831 1,667 1,674
Gross re-estimated liability at

December 31,2001 ............ 2,886 3,007 2981 2,855 2,711
Re-estimated receivable at

December 31, 2001 ............ 820 879 937 993 1,021
Net re-estimated liability at

December 31,2001 ............ 2,066 2,128 2,044 1,862 1,690
Gross cumulative

redundancy/ (deficiency) ........ $(239) $ (113) $(289) $ (285) $ (145)
Investments

As of December 31, 2001, we held cash and investments totaling $2.7 billion with a net unrealized loss of
$5.6 million. Our overall strategy is to maximize the total return of the investment portfolio while prudently
preserving invested capital for protection of policyholders and providing sufficient liquidity for the payment of
claims and other policy obligations. Our investment policy provides the flexibility to implement this strategy.

Our investment guidelines, which are approved by our Board of Directors, stress preservation of capital,
market liquidity, diversification of risk and long-term, value-oriented style. All investments are to be made
using the value approach by investing in securities which we believe are selling below their intrinsic value to
protect capital from loss and generate above-average, long term total returns.
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With regard to equities, no attempt is made to forecast the economy or the stock market. Equities are
selected on the basis of prices which are selling at a substantial discount to conservatively estimated intrinsic
values. Downside protection is obtained by seeking a margin of safety in terms of a sound financial position.

As regards to fixed income securities, no attempt is made to forecast the economy or interest rates.
Rather, fixed income securities are selected on the basis of yield spreads over Treasury bonds, subject to
stringent credit analysis. Securities meeting these criteria may not be readily available, in which case Treasury
bonds are emphasized. The fixed income portfolio currently has an average credit quality of “AA” as
measured by Standard & Poor’s. Notwithstanding the foregoing, our investments are subject to market risks
and fluctuations, as well as to risks inherent in particular securities.

On the whole, the availability of equity securities meeting value-based criteria will dictate the portfolio’s
exposure to equities. Similarly, the availability of attractive yield spreads and strong credits will determine the
level of exposure to corporate bonds.

As part of our review and monitoring process, we regularly test the impact of a simultaneous substantial
reduction in common stock, preferred stock, and bond prices on insurance regulatory capital to ensure that
capital adequacy will be maintained at all times.

Primarily because of the potential for large claims payments, the investment portfolio is structured to
provide a high level of liquidity. The table below shows the aggregate amounts of investments in fixed income
securities, equity securities, cash and cash equivalents and other invested assets comprising our portfolio of
invested assets.

At December 31,
2001 2000
(dollars in millions)

Fixed income securities, at fair value ............ .. .. .. ... .. .. ...... $2,028.8 $2,119.2
Equity SeCUIties . . ..ottt 191.0 137.9
Cash and cash equivalents and short-term investments................. 394.8 351.1
Other invested asSetS . ... ..ottt e 45.2 334
Total cash and invested assets ..., $2,659.8 $2,641.6

As of December 31, 2001, the fixed income portion of our invested asset portfolio had a dollar weighted
average rating of “AA,” an average duration of 5.3 years and an average yield to maturity of 5.9% before
investment expenses.

Market Sensitive Instruments. Our investment portfolio includes investments which are subject to
changes in market values as interest rates change. The aggregate hypothetical loss generated from an
immediate adverse parallel shift in the treasury yield curve of 100 or 200 basis points would cause a decrease
in total return of approximately 6.0% and 10.6%, respectively, which equates to a decrease in market value of
approximately $121.7 million or $216.0 million, respectively, on a portfolio valued at $2,028.8 million at
December 31, 2001. The foregoing reflects the use of an immediate time horizon, since this presents the
worst-case scenario. Credit spreads are assumed to remain constant in these hypothetical examples.
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The following table summarizes the fair value of our investments (other than affiliated equity investments
and other invested assets) at the dates indicated.
At December 31,
Type of Investment 2001 2000
(dollars in millions)

United States government and government agencies and authorities. . .. ... $1,019.1  $1,079.5
States municipalities and political subdivisions ........................ 3.2 12.5
Foreign governments . ....... ... ...ttt 112.1 41.6
Public utilities. . ... ... 375.6 404.9
All other corporate. ... ...oou it 518.8 580.7

Total fixed INCOME SECUTTHIES . . .o vt vttt e e e e 2,028.8 2,119.2
Equity SECUTIHIES . . . oottt et e e e 71.6 54.5
Short-term InVestments . ... ...ttt e 19.6 196.6
Cash and cash equivalents ........... ... .. .. 375.1 154.5

Total ... $2,495.1  $2,524.8

The following table summarizes the fair value by contractual maturities of our fixed income securities
portfolio at the dates indicated.

At December 31,

2001 2000

(dollars in millions)
Due in less than one year .......... ..ottt $ 481 $ 152
Due after one through five years .......... ... ... ... .. ... . .. ... 624.4 362.1
Due after five through ten years........... ..., 1,190.5 1,562.5
Due after ten years ... .......co.iitii i 165.8 179.4
Total . ..o $2,028.8  $2,119.2

Actual maturities may differ from the maturities shown above, which consider the existence of call features or
put features. At December 31, 2001 and 2000, approximately 3% of the fixed income securities shown above
had a call feature which, at the issuer’s option, allowed the issuer to repurchase the securities on one or more
dates prior to their maturity. At December 31, 2001 and 2000, approximately 50% and 47%, respectively, of
the fixed income securities shown above had a put feature which, at our option, required the issuer to
repurchase the investments on one or more dates prior to their maturity. For the investments shown above
which have the call feature or put feature the actual maturities may be longer than the call or put date
maturities, which are shown above. In the case of securities that are subject to early call by the issuer, the
actual maturities will be longer than the call date maturities shown above if the issuer does not exercise its call
feature. In the case of securities containing put features, the actual maturities will be longer than the put date
maturities shown above if the investor elects not to exercise its put feature, but to hold the securities to their
final maturity dates. The maturities of our fixed income securities without consideration of the call or put
features indicates that at December 31, 2001 $1.2 billion of the investments were due after ten years, or 60.0%
of the fixed income securities portfolio.
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Quality of Debt Securities in Portfolio. The following table summarizes the composition of the fair
value of our fixed income securities portfolio at the dates indicated by rating as assigned by Standard & Poor’s
or Moody’s, using the higher of these ratings for any security where there is a split rating.

At December 31,

Rating 2001 2000
AAATAQA . ... 55.2% 53.8%
AAT AL 6.5 7.9
A A . 15.6 18.0
BBB/Baa2. ... 19.8 18.7
BB/ Bal . .. 2.8 0.8
B/ B 0.0 0.8
CCC/Caaorlower, or not rated . ..... ...ttt 0.1 0.0

Total ... 100.0% 100.0%

Competition

The worldwide property and casualty reinsurance business is highly competitive and has been character-
ized by severe price competition in the last several years. More recently, poor results, compounded by the
terrorist attack on the World Trade Center and the Pentagon, have created shifts in the management and
ownership of several reinsurers, and altered the operations of others. The potential for an improvement in
pricing levels and contract terms has attracted new competitors with fresh capital to the industry. Our
competitors include independent reinsurance companies, subsidiaries or affiliates of established worldwide
insurance companies, reinsurance departments of certain primary insurance companies, and domestic and
European underwriting syndicates. Some of these competitors have longer operating histories, larger customer
bases and substantially greater underwriting, marketing, and administrative resources than us.

U.S. insurance companies who are licensed to underwrite insurance are also licensed to underwrite
reinsurance, making the commercial access into the reinsurance business relatively uncomplicated. In
addition, Bermuda reinsurers who initially specialized in catastrophe reinsurance are now broadening their
product offerings. Many of the new reinsurance competitors have chosen Bermuda as their domicile.

Over the last several years capital markets participants, including exchanges and financial intermediaries,
have developed financial products intended to compete with traditional reinsurance. We are unable to predict
the extent to which new, proposed or potential initiatives may affect the demand for our products. Barriers to
entry to the reinsurance industry for non-insurers are chiefly the time, capital, and talent necessary to attract,
underwrite and manage the business.

Competition in the industry is based predominantly on price, service and security. We believe that we can
compete favorably in each of these areas. Our advantages include a competitive expense ratio trend, detailed
actuarial modeling, new product orientation, long term business relationships, including those with Fairfax
companies, and a reputation for meeting claims obligations swiftly.

Employees

As of December 31, 2001, we had 397 employees. None of our employees are represented by a labor
union and we have never experienced a work stoppage. We believe our relationship with our employees is
satisfactory.

Regulatory Matters

We are subject to regulation under the insurance statutes, including insurance holding company statutes,
of various jurisdictions, including Connecticut, the domiciliary state of Odyssey America, Delaware, the
domiciliary state of ORC and Hudson, and the United Kingdom, the domiciliary jurisdiction of Newline
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Syndicate. Newline Syndicate is also subject to regulation by the Council of Lloyd’s. In addition, we are
subject to regulation by the insurance regulators of other states and foreign jurisdictions in which we or our
operating subsidiaries do business.

Regulation of Insurers and Reinsurers
General

The terms and conditions of reinsurance agreements with respect to rates or policy terms generally are not
subject to regulation by any governmental authority. This contrasts with primary insurance policies and
agreements issued by primary insurers such as Hudson, the rates and policy terms of which are generally
regulated closely by state insurance departments. As a practical matter, however, the rates charged by primary
insurers influence the rates that can be charged by reinsurers.

We are subject primarily to regulation and supervision that relates to licensing requirements of reinsurers,
the standards of solvency that reinsurers must meet and maintain, the nature of and limitations on
investments, restrictions on the size of risks that may be reinsured, the amount of security deposits necessary
to secure the faithful performance of a reinsurer’s insurance obligations, methods of accounting, periodic
examinations of the financial condition and affairs of reinsurers, the form and content of any financial
statements that reinsurers must file with state insurance regulators and the level of minimal reserves necessary
to cover unearned premiums, losses and other purposes. In general, these regulations are designed to protect
ceding insurers and, ultimately, their policyholders, rather than stockholders. We believe that we and our
subsidiaries are in material compliance with all applicable laws and regulations pertaining to our business and
operations.

Insurance Holding Company Regulation

State insurance holding company statutes provide a regulatory apparatus which is designed to protect the
financial condition of domestic insurers operating within a holding company system. All holding company
statutes require disclosure and, in some instances, prior approval of significant transactions between the
domestic insurer and an affiliate. Such transactions typically include service arrangements, sales, purchases,
exchanges, loans and extensions of credit, reinsurance agreements, and investments between an insurance
company and its affiliates, in some cases involving certain aggregate percentages of a company’s admitted
assets or policyholders’ surplus, or dividends that exceed certain percentages. State regulators also require
prior notice or regulatory approval of acquisitions of control of an insurer or its holding company.

Under the Connecticut and Delaware Insurance Codes and regulations, no person, corporation or other
entity may acquire control of us or our operating subsidiaries unless such person, corporation or entity has
obtained the prior approval of the Connecticut and Delaware Insurance Commissioners for the acquisition.
For the purposes of the Connecticut and Delaware Insurance Codes, any person acquiring, directly or
indirectly, 10% or more of the voting securities of an insurance company is presumed to have acquired
“control” of that company. To obtain the approval of any acquisition of control, any prospective acquiror must
file an application with the Connecticut and Delaware Insurance Commissioners. This application requires the
acquiror to disclose its background, financial condition, the financial condition of its affiliates, the source and
amount of funds by which it will effect the acquisition, the criteria used in determining the nature and amount
of consideration to be paid for the acquisition, proposed changes in the management and operations of the
insurance company and any other related matters.

The United Kingdom Insurance Companies Act of 1982 also requires prior approval by the Financial
Services Authority of anyone proposing to become a controller of an insurance company or reinsurance
company that carries on business in the United Kingdom but which is incorporated outside the United
Kingdom. In this case, any company or individual who is entitled to exercise or control the exercise of 15% or
more of the voting power at any general meeting of the insurance company or reinsurance company or of a
body corporate of which it is a subsidiary, is considered a “controller.” A purchaser of 15% or more of the
outstanding shares of our common stock will be a “controller” of Odyssey America which is authorized to
carry on reinsurance business in the United Kingdom through the London Branch. Other than the Newline
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Syndicate division, none of our insurance or reinsurance subsidiaries is authorized to carry on business in the
United Kingdom.

Under the bylaws made by Lloyd’s pursuant to the Lloyd’s Act of 1982, the prior written approval of the
Council of Lloyd’s is required of anyone proposing to become a “controller” of any Lloyd’s Managing Agency.
Any company or individual that holds 10% or more of the shares in the managing agency company, or is
entitled to exercise or control the exercise of 10% or more of the voting power at any general meeting of the
Lloyd’s Managing Agency or, in both cases, of another company of which the Lloyd’s Managing Agency is a
subsidiary, is considered a “controller.” A purchaser of more than 10% of the outstanding shares in our
common stock will be a “controller” of the United Kingdom Lloyd’s Managing Agency subsidiary, Newline
Underwriting Management Ltd.

The requirements under the Connecticut and Delaware Insurance Codes and the United Kingdom
Insurance Companies Act of 1982 (and other applicable states and foreign jurisdictions), and the rules of the
Council of Lloyd’s, may deter, delay or prevent certain transactions affecting the control or ownership of our
common stock, including transactions that could be advantageous to our stockholders.

Dividends

Because our operations are conducted primarily at the subsidiary level, we are dependent upon dividends
from our subsidiaries to meet our debt and other obligations and to pay dividends on common stock in the
future should our board of directors decide to do so. The payment of dividends to us by our operating
subsidiaries is subject to limitations imposed by law in Connecticut, Delaware and the United Kingdom.

Under the Connecticut and Delaware Insurance Codes, before a Connecticut or Delaware domiciled
insurer, as the case may be, may pay any dividend it must have given notice within five days following the
declaration thereof and 10 days prior to the payment thereof to the Connecticut or Delaware Insurance
Commissioners, as the case may be. During this 10-day period, the Connecticut or Delaware Insurance
Commissioner, as the case may be, may, by order, limit or disallow the payment of ordinary dividends if he
finds the insurer to be presently or potentially in financial distress. Under Connecticut and Delaware Insurance
Regulations, the Insurance Commissioner may issue an order suspending or limiting the declaration or
payment of dividends by an insurer if he or she determines that the continued operation of the insurer may be
hazardous to its policyholders. A Connecticut domiciled insurer may only pay dividends out of “earned
surplus,” defined as the insurer’s “unassigned funds-surplus” reduced by 25% of unrealized appreciation in
value or revaluation of assets or unrealized profits on investments, as defined in such insurer’s annual statutory
financial statement. A Delaware domiciled insurer may only pay cash dividends from the portion of its
available and accumulated surplus funds derived from realized net operating profits and realized capital gains.
Additionally, a Connecticut or Delaware domiciled insurer may not pay any ‘“extraordinary” dividend or
distribution until (i) 30 days after the Insurance Commissioner has received notice of a declaration of the
dividend or distribution and has not within that period disapproved the payment or (ii) the Insurance
Commissioner has approved the payment within the 30-day period. Under the Connecticut Insurance Code,
an “extraordinary” dividend of a property and casualty insurer is a dividend, the amount of which, together
with all other dividends and distributions made in the preceding 12 months, exceeds the greater of (i) 10% of
the insurer’s surplus with respect to policyholders as of the end of the prior calendar year or (ii) the insurer’s
net income for the prior calendar year (not including pro rata distributions of any class of the insurer’s own
securities). The Connecticut Insurance Department has stated that the preceding 12 month period ends the
month prior to the month in which the insurer seeks to pay the dividend. Under the Delaware Insurance Code,
an “extraordinary” dividend of a property and casualty insurer is a dividend the amount of which, together
with all other dividends and distributions made in the preceding 12 months, exceeds the greater of (i) 10% of
an insurer’s surplus with respect to policyholders, as of the end of the prior calendar year or (ii) the insurer’s
statutory net income, not including realized capital gains, for the prior calendar year. Under these definitions,
the maximum amount that will be available for the payment of dividends by Odyssey America for the year
ending December 31, 2002 without triggering the requirement for prior approval of regulatory authorities is
approximately $82.0 million.
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U.K. law prohibits any U.K. company, including Newline, from declaring a dividend to its stockholders
unless such company has “profits available for distribution.” The determination of whether a company has
profits available for distribution is based on a company’s accumulated realized profits less its accumulated
realized losses. While there are no statutory restrictions imposed by the United Kingdom insurance regulatory
laws upon an insurer’s ability to declare dividends, insurance regulators in the United Kingdom strictly control
the maintenance of each insurance company’s solvency margin within their jurisdiction and may restrict an
insurer from declaring a dividend beyond a level which the regulators determine would adversely affect an
insurer’s solvency requirements. It is common practice in the United Kingdom to notify regulators in advance
of any significant dividend payment.

Credit for Reinsurance and Licensing

A primary insurer ordinarily will enter into a reinsurance agreement only if it can obtain credit for the
reinsurance ceded on its statutory financial statements. In general, credit for reinsurance is allowed in the
following circumstances: (1) if the reinsurer is licensed in the state in which the primary insurer is domiciled
or, in some instances, in certain states in which the primary insurer is licensed; (2) if the reinsurer is an
“accredited” or otherwise approved reinsurer in the state in which the primary insurer is domiciled or, in some
instances, in certain states in which the primary insurer is licensed; (3) in some instances, if the reinsurer
(a) is domiciled in a state that is deemed to have substantially similar credit for reinsurance standards as the
state in which the primary insurer is domiciled and (b) meets certain financial requirements; or (4) if none of
the above apply, to the extent that the reinsurance obligations of the reinsurer are collateralized appropriately,
typically through the posting of a letter of credit for the benefit of the primary insurer or the deposit of assets
into a trust fund established for the benefit of the primary insurer. Therefore, as a result of the requirements
relating to the provision of credit for reinsurance, we are indirectly subject to certain regulatory requirements
imposed by jurisdictions in which ceding companies are licensed.

Investment Limitations

State insurance laws contain rules governing the types and amounts of investments that are permissible
for domiciled insurers. These rules are designed to ensure the safety and liquidity of an insurer’s investment
portfolio. Investments in excess of statutory guidelines do not constitute “admitted assets” (i.e., assets
permitted by insurance laws to be included in a domestic insurer’s statutory financial statements) unless
special approval is obtained from the regulatory authority. Non-admitted assets are not considered for the
purposes of various financial ratios and tests, including those governing solvency and the ability to write
premiums. An insurer may hold an investment authorized under more than one provision of the insurance laws
under the provision of its choice (except as otherwise expressly provided by law).

Liquidation of Insurers

The liquidation of insurance companies, including reinsurers, is generally conducted pursuant to state
insurance law. In the event of the liquidation of one of our operating insurance subsidiaries, liquidation
proceedings would be conducted by the insurance regulator of the state in which the subsidiary is domiciled, as
the domestic receiver of its properties, assets and business. Liquidators located in other states (known as
ancillary liquidators) in which we conduct business may have jurisdiction over assets or properties located in
such states under certain circumstances. Under Connecticut and Delaware law, all creditors of our operating
insurance subsidiaries, including but not limited to reinsureds under their reinsurance agreements, would be
entitled to payment of their allowed claims in full from the assets of the operating subsidiaries before we, as a
stockholder of our operating subsidiaries, would be entitled to receive any distribution.

Some states have adopted and others are considering legislative proposals that would authorize the
establishment of an interstate compact concerning various aspects of insurer insolvency proceedings, including
interstate governance of receiverships and guaranty funds.
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The National Association of Insurance Commissioners (NAIC) and Accreditation

The NAIC is an organization which assists state insurance supervisory officials in achieving insurance
regulatory objectives, including the maintenance and improvement of state regulation. From time to time
various regulatory and legislative changes have been proposed in the insurance industry, some of which could
have an effect on reinsurers. The NAIC has instituted its Financial Regulatory Accreditation Standards
Program (FRASP) in response to federal initiatives to regulate the business of insurance. FRASP provides a
set of standards designed to establish effective state regulation of the financial condition of insurance
companies. Under FRASP, a state must adopt certain laws and regulations, institute required regulatory
practices and procedures, and have adequate personnel to enforce such items in order to become an
“accredited” state. If a state is not accredited, accredited states are not able to accept certain financial
examination reports of insurers prepared solely by the regulatory agency in such unaccredited state. The States
of Connecticut and Delaware are accredited under FRASP.

Risk-Based Capital Requirements

In order to enhance the regulation of insurer solvency, the NAIC has adopted a formula and model law to
implement risk-based capital requirements for property and casualty insurance companies. Connecticut and
Delaware have each adopted risk-based capital legislation for property and casualty insurance and reinsurance
companies which is similar to the NAIC risk-based capital requirement. These risk-based capital require-
ments are designed to assess capital adequacy and to raise the level of protection that statutory surplus
provides for policyholder obligations. The risk-based capital model for property and casualty insurance
companies measures three major areas of risk facing property and casualty insurers: (1) underwriting, which
encompasses the risk of adverse loss development and inadequate pricing; (2) declines in asset values arising
from credit risk; and (3) declines in asset values arising from investment risks. Insurers having less statutory
surplus than required by the risk-based capital calculation will be subject to varying degrees of company or
regulatory action, depending on the level of capital inadequacy. The surplus levels (as calculated for statutory
annual statement purposes) of our operating insurance companies are above the risk-based capital thresholds
that would require either company or regulatory action.

Codification of Statutory Accounting Principles

In March 1998, the NAIC adopted the Codification of Statutory Accounting Principles (Codification).
The Codification is intended to standardize regulatory accounting and reporting for the insurance industry.
The Codification provides guidance for areas where statutory accounting has been silent and changes current
statutory accounting in some areas. However, statutory accounting principles will continue to be established by
individual state laws and permitted practices. Effective January 1, 2001, the states of Connecticut and
Delaware have adopted the Codification.

Legislative and Regulatory Proposals

From time to time various regulatory and legislative changes have been proposed in the insurance and
reinsurance industry, some of which could have an effect on reinsurers. Among the proposals that have in the
past been or are at present being considered are the possible introduction of federal regulation in addition to, or
in lieu of, the current system of state regulation of insurers. In addition, there are a variety of proposals being
considered by various state legislatures (some of which proposals have been enacted). We are unable to
predict whether any of these laws and regulations will be adopted, the form in which any such laws and
regulations would be adopted, or the effect, if any, these developments would have on our operations and
financial condition.

Risk Factors

The following are some of the risks associated with our business. You should also refer to the other
information in this Annual Report on Form 10-K, including the financial statements and accompanying notes
thereto.
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Risks Relating to Our Business

We operate in a highly competitive environment which could make it more difficult for us to attract and
retain business.

The reinsurance industry is highly competitive. We compete, and will continue to compete, with major
U.S. and non-U.S. reinsurers and certain underwriting syndicates and insurers, some of which have greater
financial, marketing and management resources than we do. In addition, we may not be aware of other
companies that may be planning to enter the reinsurance market or existing reinsurers that may be planning to
raise additional capital. Moreover, Lloyd’s of London, in contrast with prior practice, now allows its syndicates
to accept capital from corporate investors, which may result in such syndicates becoming more competitive in
our markets. Competition in the types of reinsurance business that we underwrite is based on many factors,
including premiums charged and other terms and conditions offered, services provided, financial ratings
assigned by independent rating agencies, speed of claims payment, reputation, perceived financial strength and
the experience of the reinsurer in the line of reinsurance to be written. Increased competition could cause us
and other reinsurance providers to charge lower premium rates and obtain less favorable policy terms, which
could adversely affect our ability to generate revenue and grow our business.

We also are aware that other financial institutions, such as banks, are now able to offer services similar to
our own. In addition, we have recently seen the creation of alternative products from capital market
participants that are intended to compete with reinsurance products. We are unable to predict the extent to
which these new, proposed or potential initiatives may affect the demand for our products or the risks that may
be available for us to consider underwriting.

Although primary insurance presently represents a small portion of our business, the primary insurance
business is also highly competitive. Primary insurers compete on the basis of factors including selling effort,
product, price, service and financial strength. We seek primary insurance pricing that will result in adequate
returns on the capital allocated to Hudson, our primary insurance business, and to some extent to our Newline
syndicate. Our business plans for these business units could be adversely impacted by the loss of primary
insurance business to competitors offering competitive insurance products at lower prices.

This competition could affect our ability to attract and retain business.

Our actual claims may exceed our claim reserves causing us to incur losses we did not anticipate.

Our success is dependent upon our ability to assess accurately the risks associated with the businesses
that we reinsure or insure. If we fail to accurately assess the risks we assume, we may fail to establish
appropriate premium rates and our reserves may be inadequate to cover our losses, which could have a
material adverse effect on our financial condition or reduce our net income.

At December 31, 2001, we had net unpaid losses and loss adjustment expenses of approximately
$1.7 billion. We incurred losses and loss adjustment expenses of $725.8 million, $503.5 million and
$383.9 million for the years ended December 31, 2001, 2000 and 1999, respectively.

Claim reserves represent estimates involving actuarial and statistical projections at a given point in time
of our expectations of the ultimate settlement and administration costs of claims incurred. We utilize both
proprietary and commercially available actuarial models as well as historical reinsurance industry loss
development patterns to assist in the establishment of appropriate claim reserves. In contrast to casualty
losses, which frequently can be determined only through lengthy and unpredictable litigation, non-casualty
property losses tend to be reported promptly and usually are settled within a shorter period of time.
Nevertheless, for both casualty and property losses, actual claims and claim expenses paid may deviate,
perhaps substantially, from the reserve estimates reflected in our financial statements. In addition, because we,
like other reinsurers, do not separately evaluate each of the individual risks assumed under reinsurance
treaties, we are largely dependent on the original underwriting decisions made by ceding companies. We are
subject to the risk that the ceding companies may not have adequately evaluated the risks to be reinsured and
that the premiums ceded may not adequately compensate us for the risks we assume. If our claim reserves are
determined to be inadequate, we will be required to increase claim reserves with a corresponding reduction in
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our net income in the period in which the deficiency is rectified. It is possible that claims in respect of events
that have occurred could exceed our claim reserves and have a material adverse effect on our results of
operations in a particular period or our financial condition.

Even though most insurance contracts have policy limits, the nature of property and casualty insurance
and reinsurance is that losses can exceed policy limits for a variety of reasons and could very significantly
exceed the premiums received on the underlying policies.

Unpredictable catastrophic events could reduce our net income.

Catastrophes can be caused by various events, including natural events such as hurricanes, windstorms,
earthquakes, hailstorms, explosions, severe winter weather and fires, and unnatural events such as a terrorist
attack and riots. The incidence and severity of catastrophes are inherently unpredictable. The extent of losses
from a catastrophe is a function of both the total amount of insured exposure in the area affected by the event
and the severity of the event. Most catastrophes are restricted to small geographic areas; however, hurricanes,
windstorms and earthquakes may produce significant damage in large, heavily populated areas, and most of
our past catastrophe-related claims have resulted from severe storms. Catastrophes can cause losses in a
variety of property and casualty lines for which we provide reinsurance. Insurance companies are not
permitted to reserve for a catastrophe until it has occurred. It is therefore possible that a catastrophic event or
multiple catastrophic events could have a material adverse effect upon our net income and financial condition.

Consolidation in the insurance industry could lead to lower margins for us and less demand for our
reinsurance products.

Many insurance industry participants are consolidating to enhance their market power. These entities
may try to use their market power to negotiate price reductions for our products and services. If competitive
pressures compel us to reduce our prices, our operating margins would decrease. As the insurance industry
consolidates, competition for customers will become more intense and the importance of acquiring and
properly servicing each customer will become greater. We could incur greater expenses relating to customer
acquisition and retention, further reducing our operating margins. In addition, insurance companies that merge
may be able to spread their risks across a consolidated, larger capital base so that they require less reinsurance.

A change in demand for reinsurance could lead to reduced premium rates which could reduce our
net income.

Historically, we have experienced fluctuations in operating results due to competition, frequency of
occurrence or severity of catastrophic events, levels of capacity, general economic conditions and other factors.
Demand for reinsurance is influenced significantly by underwriting results of primary insurers and prevailing
general economic conditions. In addition, the larger insurers created by the consolidation discussed above may
require less reinsurance. The supply of reinsurance is related to prevailing prices and levels of surplus capacity
that, in turn, may fluctuate in response to changes in rates of return being realized in the reinsurance industry.
It is possible that premium rates or other terms and conditions of trade could vary in the future, that the
present level of demand will not continue or that the present level of supply of reinsurance could increase as a
result of capital provided by recent or future market entrants or by existing reinsurers.

If we are unable to maintain a favorable financial strength rating, it may be more difficult for us to
write new business.

Third party rating agencies assess and rate the claims-paying ability of reinsurers and insurers based upon
criteria established by the rating agencies. Periodically the rating agencies evaluate us to confirm that we
continue to meet the criteria of the ratings previously assigned to us. The claims-paying ability ratings assigned
by rating agencies to reinsurance or insurance companies represent independent opinions of financial strength
and ability to meet policyholder obligations, and are not directed toward the protection of investors. Ratings by
rating agencies are not ratings of securities or recommendations to buy, hold or sell any security and are not
applicable to the securities being offered by this prospectus.
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Our operating subsidiaries hold an “A” rating from A.M. Best and a “A—" financial strength rating from
Standard & Poor’s Insurance Rating Services. Financial strength ratings are used by insurers and reinsurance
and insurance intermediaries as an important means of assessing the financial strength and quality of
reinsurers. In addition, the rating of a company purchasing reinsurance may be adversely affected by an
unfavorable rating or the lack of a rating of its reinsurer.

If we are unable to realize our investment objectives, our financial condition may be adversely affected.

Our operating results depend in part on the performance of our investment portfolio. The ability to
achieve our investment objectives is affected by general economic conditions that are beyond our control.
General economic conditions can adversely affect the markets for interest-rate-sensitive securities, including
the extent and timing of investor participation in such markets, the level and volatility of interest rates and,
consequently, the value of fixed income securities. Interest rates are highly sensitive to many factors, including
governmental monetary policies, domestic and international economic and political conditions and other
factors beyond our control. General economic conditions, stock market conditions and many other factors can
also adversely affect the equities markets and, consequently, the value of the equity securities we own. We
may not be able to realize our investment objectives, which could reduce our net income significantly.

We may be adversely affected by foreign currency fluctuations.

Our functional currency is the U.S. dollar. A portion of our premiums are written in currencies other than
the U.S. dollar and a portion of our loss reserves are also in foreign currencies. Moreover, we maintain a
portion of our investments in currencies other than the U.S. dollar. We currently have Japanese yen forward
contracts to hedge against the fall in the value of our yen denominated securities versus the U.S. dollar, but
these contracts may not completely protect us if the value of the yen decreases significantly. We may, from
time to time, experience losses resulting from fluctuations in the values of the Japanese yen or other foreign
currencies, which could adversely affect our operating results.

Our ability to borrow is limited by our bank credit facility, our notes and Fairfax’s bank credit facilities
which could have an adverse effect on our financial condition.

The current agreements governing Fairfax’s bank credit facilities with its banks prevent any subsidiaries
of Fairfax from borrowing money. Although Fairfax has modified these agreements as they pertain to us in
relation to our outstanding debt, our financial flexibility in the future will be limited by the terms of these
agreements if Fairfax is unable to obtain similar waivers in the future. We have entered into a note purchase
agreement with purchasers of our notes and entered into a bank credit facility which, in each case, contains
restrictive covenants which may restrict or prohibit our ability to borrow money.

We are a holding company and are dependent on dividends and other payments from our operating
subsidiaries, which are subject to dividend restrictions.

We are a holding company whose principal source of funds is cash dividends and other permitted
payments from our operating subsidiaries, principally Odyssey America. If our subsidiaries are unable to make
payments to us, or are able to pay only limited amounts, we may be unable to pay dividends or make payments
on our indebtedness. The payment of dividends by our operating subsidiaries is subject to restrictions set forth
in the insurance laws and regulations of Connecticut, Delaware and the United Kingdom. See “Regulatory
Matters — Dividends.”

Our business could be adversely affected by the loss of one or more key employees.

We are substantially dependent on a small number of key employees, in particular Andrew Barnard,
Michael Wacek and Charles Troiano. We believe that the experiences and reputations in the reinsurance
industry of Messrs. Barnard, Wacek and Troiano are important factors in our ability to attract new business.
We have entered into employment agreements with Messrs. Barnard, Wacek and Troiano. Our success has
been, and will continue to be, dependent on our ability to retain the services of our existing key employees and
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to attract and retain additional qualified personnel in the future. The loss of the services of Mr. Barnard,
Mr. Wacek or Mr. Troiano or any other key employee, or the inability to identify, hire and retain other highly
qualified personnel in the future, could adversely affect the quality and profitability of our business operations.
We do not currently maintain key employee insurance with respect to any of our employees.

Our business is primarily dependent upon a limited number of unaffiliated reinsurance brokers and the
loss of business provided by them could adversely affect our business.

We market our reinsurance products worldwide primarily through reinsurance brokers, as well as directly
to our customers. Five brokerage firms accounted for 55%, 64% and 66% of our gross premiums written for the
years ended December 31, 2001, 2000 and 1999, respectively, in the Americas division. Loss of all or a
substantial portion of the business provided by these brokers could have a material adverse effect on us.

Our reliance on payments through reinsurance brokers exposes us to credit risk.

In accordance with industry practice, we frequently pay amounts owing in respect of claims under our
policies to reinsurance brokers, for payment over to the ceding insurers. In the event that a broker fails to
make such a payment, depending on the jurisdiction, we might remain liable to the ceding insurer for the
deficiency. Conversely, in certain jurisdictions, when the ceding insurer pays premiums for such policies to
reinsurance brokers for payment over to us, such premiums will be deemed to have been paid and the ceding
insurer will no longer be liable to us for those amounts, whether or not we have actually received such
premiums. Consequently, in connection with the settlement of reinsurance balances, we assume a degree of
credit risk associated with brokers around the world.

Our computer and data processing systems may fail or be perceived to be insecure, which could
adversely affect our business and damage our customer relationships.

Our business is highly dependent upon the successful and uninterrupted functioning of our computer and
data processing systems. We rely on these systems to perform actuarial and other modeling functions
necessary for writing business, as well as to process and make claims payments. We have a highly trained staff
that is committed to the continual development and maintenance of these systems. However, the failure of
these systems could interrupt our operations or materially impact our ability to rapidly evaluate and commit to
new business opportunities. If sustained or repeated, a system failure could result in the loss of existing or
potential business relationships, or compromise our ability to pay claims in a timely manner. This could result
in a material adverse effect on our business results.

Our insurance may not adequately compensate us for material losses that may occur due to disruptions in
our service as a result of computer and data processing systems failure. We do not maintain redundant systems
or facilities for all of our services.

In addition, a security breach of our computer systems could damage our reputation or result in liability.
We retain confidential information regarding our business dealings in our computer systems. We may be
required to spend significant capital and other resources to protect against security breaches or to alleviate
problems caused by such breaches. Any well-publicized compromise of security could deter people from
conducting transactions that involve transmitting confidential information to our systems. Therefore, it is
critical that these facilities and infrastructure remain secure and are perceived by the marketplace to be
secure. Despite the implementation of security measures, this infrastructure may be vulnerable to physical
break-ins, computer viruses, programming errors, attacks by third parties or similar disruptive problems. In
addition, we could be subject to liability if hackers were able to penetrate our network security or otherwise
misappropriate confidential information.

We may not be able to alleviate risk successfully through retrocessional arrangements and we are subject
to credit risks with respect to our retrocessionaires.

We attempt to limit our risk of loss through retrocessional arrangements, including reinsurance

agreements with other reinsurers, referred to as retrocessionaires. The availability and cost of retrocessional
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protection is subject to market conditions, which are beyond our control. As a result, we may not be able
successfully to alleviate risk through retrocessional arrangements. In addition, we are subject to credit risk
with respect to our retrocessions because the ceding of risk to retrocessionaires does not relieve us of our
liability to the companies we reinsured.

We purchase reinsurance coverage to insure against a portion of our risk on policies we write directly. We
expect that limiting our insurance risks through reinsurance will continue to be important to us. Reinsurance
does not affect our direct liability to our policyholders on the business we write. Although our current
reinsurance program is primarily maintained with reinsurers rated “A” (Excellent) or better by A.M. Best, a
reinsurer’s insolvency or inability to make payments under the terms of its reinsurance agreements with us
could have a material adverse effect on us. In addition, we cannot assure you that reinsurance will remain
available to us to the same extent and on the same terms as are currently available.

Our business could be adversely affected as a result of political, regulatory, economic or other influences
in the insurance industry.

The insurance industry is highly regulated and is subject to changing political, economic and regulatory
influences. These factors affect the practices and operation of insurance and reinsurance organizations. Federal
and state legislatures have periodically considered programs to reform or amend the U.S. insurance system at
both the federal and state level. Recently, the insurance and reinsurance regulatory framework has been
subject to increased scrutiny in many jurisdictions, including the United States and various states in the
United States.

Changes in current insurance regulation may include increased governmental involvement in the
insurance industry or may otherwise change the business and economic environment in which insurance
industry participants operate. In the United States, for example, the states of Hawaii and Florida have
implemented arrangements whereby property insurance in catastrophe prone areas is provided through state-
sponsored entities. The California Earthquake Authority, the first privately financed, publicly operated
residential earthquake insurance pool, provides earthquake insurance to California homeowners.

Such changes could cause us to make unplanned modifications of products or services, or may result in
delays or cancellations of sales of products and services by insurers or reinsurers. Insurance industry
participants may respond to changes by reducing their investments or postponing investment decisions,
including investments in our products and services. We cannot predict the future impact of changing law or
regulation on our operations; any changes could have a material adverse effect on us or the insurance industry
in general.

Risks Related to Our Common Stock

Because our controlling stockholder intends to retain control, you may be unable to realize a gain on
your investment in our common stock in connection with an acquisition bid.

Fairfax, through its wholly-owned subsidiaries TIG Insurance Company and ORH Holdings Inc., owns
approximately 74% of our outstanding common stock. Consequently, Fairfax is in a position to determine the
outcome of corporate actions requiring stockholder approval, including:

* electing members of our board of directors;

 adopting amendments to our charter documents; and

 approving a merger or consolidation, liquidation or sale of all or substantially all of our assets.

In addition, Fairfax has provided us, and continues to provide us, with certain services. All of our
directors, except for Mr. Barnard, also are directors or officers of Fairfax or certain of its subsidiaries. Conflicts

of interest could arise between our company and Fairfax or one of its subsidiaries, and any conflict of interest
may be resolved in a manner that does not favor us.

Fairfax intends to retain control of us and cannot foresee any circumstances under which it would sell a
sufficient number of shares of our common stock to cause it not to retain such control. In order to retain

26



control, Fairfax may decide not to enter into a transaction in which our stockholders would receive
consideration for their shares that is much higher than the cost of their investment in our common stock or the
then current market price of our common stock. Any decision regarding the ownership of us that Fairfax may
make at some future time will be in its absolute discretion.

Significant fluctuation in the market price of our common stock could result in securities class action
claims against us.

Significant price and value fluctuations have occurred with respect to the securities of insurance and
insurance-related companies. Our common stock price is likely to be volatile in the future. In the past,
following periods of downward volatility in the market price of a company’s securities, class action litigation
has often been pursued against such companies. If similar litigation were pursued against us, it could result in
substantial costs and a diversion of our management’s attention and resources.

Provisions in our charter documents and Delaware law may impede attempts to replace or remove our
management or inhibit a takeover, which could adversely affect the value of our common stock.

Our certificate of incorporation and bylaws, as well as Delaware corporate law, contain provisions that
could delay or prevent changes in our management or a change of control that a stockholder might consider
favorable and may prevent you from receiving a takeover premium for your shares. These provisions include,
for example,

+ authorizing the issuance of preferred stock, the terms of which may be determined at the sole
discretion of the board of directors;

« establishing advance notice requirements for nominations for election to the board of directors or for
proposing matters that can be acted on by stockholders at meetings; and

 providing that special meetings of shareholders may be called only by our board of directors, the
chairman of our board of directors, our president or our secretary.

These provisions apply even if the offer may be considered beneficial by some of our stockholders. If a
change in management or a change of control is delayed or prevented, the market price of our common stock
could decline.

Item 2. Properties

OdysseyRe’s corporate offices are located in approximately 11,759 square feet of leased office space in
140 Broadway, New York. Odyssey America’s corporate offices are located in approximately 87,645 total
square feet of leased space in Stamford, Connecticut. Our other 11 locations occupy a total of approximately
46,858 square feet, all of which are leased. The Americas division operates out of offices in New York,
Stamford, Mexico City, Miami, Santiago and Toronto, the Newline Syndicate operates out of offices in
London, and the EuroAsia division operates out of offices in Paris, Singapore, Cologne, Stockholm, London
and Tokyo.

Item 3. Legal Proceedings

In the normal course of our business, we may become involved in various claims and legal proceedings.
We are not currently aware of any pending or threatened material litigation.

Item 4. Submission of Matters to a Vote of Security Holders

There were not any matters submitted to a vote of security holders during the year.
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PART II

Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters
Market Information and Holders of Common Stock

The principal United States market on which the shares of our common stock are traded is the New York
Stock Exchange (NYSE). Our common stock began trading on the NYSE on June 14, 2001. The high and
low sales prices for our common stock for the three month period ending December 31, 2001 were $18.10 and
$13.79 The high and low sales prices for our common stock for the three month period ending September 30,
2001 were $18.10 and $11.08. As of December 31, 2001, there were approximately 2,810 holders of shares of
our common stock. Our common stock is also traded on the Toronto Stock Exchange.

As of December 31, 2001, approximately 74% of our shares of common stock were owned by Fairfax
through its subsidiaries, ORH Holdings Inc. (ORH Holdings) (9.5%) and TIG Insurance Company (TIG)
(64.2%).

Dividends

During 2001, we declared a dividend on our common stock of $0.025 per share, totaling $1.6 million,
which was paid on October 30, 2001. On February 14, 2002, our Board of Directors declared a quarterly cash
dividend of $0.025 per share payable on or before March 29, 2002, to all stockholders of record as of
March 15, 2002.

We have stated that our Board of Directors intends to establish an initial policy of declaring quarterly
cash dividends on our common stock. It is expected that the quarterly cash dividend payment will be $0.025
per share, or $0.10 per share annually.

The declaration and payment of future dividends, if any, by us will be at the discretion of our Board of
Directors and will depend on, among other things, our financial condition, general business conditions and
legal restrictions regarding the payment of dividends by us and other factors. The payment of dividends by us
is subject to limitations imposed by laws in Connecticut, Delaware and the United Kingdom.

Under the Connecticut and Delaware Insurance Codes, before a Connecticut or Delaware domiciled
insurer, as the case may be, may pay any dividend it must have given notice within five days following the
declaration thereof and 10 days prior to the payment thereof to the Connecticut or Delaware Insurance
Commissioners, as the case may be. During this 10-day period, the Connecticut or Delaware Insurance
Commissioner, as the case may be, may, by order, limit or disallow the payment of ordinary dividends if he
finds the insurer to be presently or potentially in financial distress. Under Connecticut and Delaware Insurance
Regulations, the Insurance Commissioner may issue an order suspending or limiting the declaration or
payment of dividends by an insurer if he or she determines that the continued operation of the insurer may be
hazardous to its policyholders. A Connecticut domiciled insurer may only pay dividends out of “earned
surplus,” defined as the insurer’s “unassigned funds-surplus” reduced by 25% of unrealized appreciation in
value or revaluation of assets or unrealized profits on investments, as defined in such insurer’s annual statutory
financial statement. A Delaware domiciled insurer may only pay cash dividends from the portion of its
available and accumulated surplus funds derived from realized net operating profits and realized capital gains.
Additionally, a Connecticut or Delaware domiciled insurer may not pay any ‘“extraordinary” dividend or
distribution until (i) 30 days after the Insurance Commissioner has received notice of a declaration of the
dividend or distribution and has not within that period disapproved the payment or (ii) the Insurance
Commissioner has approved the payment within the 30-day period. Under the Connecticut Insurance Code,
an “extraordinary” dividend of a property and casualty insurer is a dividend, the amount of which, together
with all other dividends and distributions made in the preceding 12 months, exceeds the greater of (i) 10% of
the insurer’s surplus with respect to policyholders as of the end of the prior calendar year or (ii) the insurer’s
net income for the prior calendar year (not including pro rata distributions of any class of the insurer’s own
securities). The Connecticut Insurance Department has stated that the preceding 12 month period ends the
month prior to the month in which the insurer seeks to pay the dividend. Under the Delaware Insurance Code,
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an “extraordinary” dividend of a property and casualty insurer is a dividend the amount of which, together
with all other dividends and distributions made in the preceding 12 months, exceeds the greater of (i) 10% of
an insurer’s surplus with respect to policyholders, as of the end of the prior calendar year or (ii) the insurer’s
statutory net income, not including realized capital gains, for the prior calendar year. Under these definitions,
the maximum amount that will be available for the payment of dividends by Odyssey America for the year
ending December 31, 2002 without triggering the requirement for prior approval of regulatory authorities is
approximately $82.0 million.

U.K. law prohibits any U.K. company, including Newline, from declaring a dividend to its stockholders
unless such company has “profits available for distribution.” The determination of whether a company has
profits available for distribution is based on a company’s accumulated realized profits less its accumulated
realized losses. While there are no statutory restrictions imposed by the United Kingdom insurance regulatory
laws upon an insurer’s ability to declare dividends, insurance regulators in the United Kingdom strictly control
the maintenance of each insurance company’s solvency margin within their jurisdiction and may restrict an
insurer from declaring a dividend beyond a level which the regulators determine would adversely affect an
insurer’s solvency requirements. It is common practice in the United Kingdom to notify regulators in advance
of any significant dividend payment.

Recent Sales Of Unregistered Securities

None

Item 6. Selected Financial Data

The following selected financial data should be read in connection with “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” and the consolidated financial statements and
notes that are included in this Form 10-K. GAAP financial information in the table reflects the results of
operations and financial position of OdysseyRe and includes Odyssey America and ORC results from the
dates the respective companies were acquired by Fairfax. The results for the year ended December 31, 1999
reflect the results of Odyssey America from April 13, 1999, the date on which it was acquired by Fairfax.

The statutory data set forth has been derived from the statutory financial statements filed by our
insurance subsidiaries with the relevant insurance departments. These statutory financial statements have been
prepared in accordance with statutory accounting principles which differ from GAAP.

The following GAAP statement of operations and balance sheet data relating to the year 1997 has been
derived from our unaudited financial statements and, relating to each of the years 1998 through 2001, has been
derived from our annual consolidated financial statements audited by PricewaterhouseCoopers LLP, our
independent accountants. Our 1997 unaudited consolidated financial statements include all adjustments which
in management’s opinion are necessary for fair presentation of our financial position as of December 31, 1997
and the results of operations for the year ended December 31, 1997. Consolidated balance sheets as of
December 31, 2001 and 2000, and the related consolidated statements of operations and comprehensive
income, stockholders’ equity and cash flows for the three years ended December 31, 2001, and related notes,
appear in this Form 10-K beginning at page 46.
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We encourage you to read the consolidated financial statements included in this Form 10-K because they
contain our complete financial statements for the periods presented. The results of operations for the year
ended December 31, 2001 are not necessarily indicative of future results.

Years ended December 31,
2001 2000 1999 1998 1997
(dollars in thousands, except per share data)

GAAP Statement of Income Data:

Gross premiums written . ................ $1,153,606  $862,166  $654,518  $271,975  $218,452
Net premiums written . .................. 984,650 701,334 502,622 212,758 197,425
Net premiums earned ................... 900,537 681,831 508,408 216,566 210,038
Net investment income . ................. 114,600 126,593 121,169 62,839 61,406
Net realized investment gains............. 13,313 23,611 4,783 53,491 48,131
Other income, net ...................... 755 3,839 11,586 7,087 7,261

Total revenues ....................... 1,029,205 835,874 645,946 339,983 326,836
Losses and loss adjustment expenses . . .. ... 725,767 503,464 383,883 166,052 145,388
Acquisition COStS . ... 248,425 198,570 136,731 53,696 53,377
Other underwriting expenses. ............. 64,694 53,254 45,772 19,643 18,418
Interest expense . ........... ... ... .. ... 5,938 — — — —

Total expenses .............covvuenn.. 1,044,824 755,288 566,386 239,391 217,183
(Loss) income before income taxes........ (15,619) 80,586 79,560 100,592 109,653
Federal and foreign income tax (benefit)

Provision ................couiininin... (7,658) 25,795 23,526 32,127 35,589
Net (loss) income ...................... $ (7,961) $ 547791 $ 56,034 $ 68,465 $ 74,064
Net (loss) income per share(1)........... $ (0.14) ¢ 114 $ 140 $ 178 $ 193

December 31,
2001 2000 1999 1998 1997
(dollars in thousands, except per share data)

GAAP Balance Sheet Data:

Total investments and cash......... $2,659,776  $2,641,615 $2,603,242  $1,172,679  $1,208,206
Total @ssets . .......c.covvvvnneenn.. 4,648,291 4,254,103 4,079,726 1,800,341 1,846,908
Unpaid losses and loss adjustment

EXPENSES vt ettt 2,720,220 2,566,396 2,569,895 1,176,292 1,238,250
Total stockholders’ equity .......... 820,872 957,875 806,336 384,791 375,963
Book value per share(2) ........... 12.60 19.96 16.80 10.02 9.79
Dividends per share(2) ............ 0.03 1.77 2.46 0.94 —
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Years Ended December 31,

2001 2000 1999 1998 1997

Selected GAAP Financial Ratios:
Losses and loss adjustment expense ratio. . ... 80.6% 73.9% 75.5% 76.7% 69.2%
Underwriting expense ratio ................ 34.8 36.9 359 33.8 34.2
Combined ratio . ......................... 115.4% 110.8% 111.4% 110.5% 103.4%
Selected Statutory Combined Financial

Ratios: (3)
Losses and loss adjustment expense ratio. . . .. 81.5% 72.8% 86.7% 74.6% 71.3%
Underwriting expense ratio ................ 32.4 36.1 36.0 33.8 35.9
Combined ratio . ........... ..., 113.9% 108.9% 122.7% 108.4% 107.2%
Statutory surplus ... ..., $819,537  $853,008  $855,835  $381,564  $368,367
Ratio of net premiums written to statutory

surplus . ... 1.09x 0.71x 0.64x 0.55x 0.53x

(1) Based on diluted weighted average shares of our common stock of 57,018,497 for the year ended
December 31, 2001, 48,000,000 for the year ended December 31, 2000, 40,162,000 for the year ended
December 31, 1999 and 38,400,000 for the years ended December 31, 1998 and 1997.

(2) Based on 65,142,857 shares of our common stock outstanding at December 31, 2001, 48,000,000 shares of
our common stock outstanding at December 31, 2000 and 1999 and 38,400,000 shares outstanding at
December 31, 1998 and 1997.

(3) ORC’s and Hudson’s full year results are included in the combined statutory results for 1997 through
2001. Odyssey America’s full year results are included in the combined statutory results for 1999 through
2001.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Overview

Odyssey Re Holdings Corp. was incorporated on March 21, 2001 to serve as the holding company for
Odyssey America and its subsidiaries, ORC, Hudson, and Newline. On June 19, 2001, OdysseyRe sold
17,142,857 shares of its common stock in an initial public offering. In connection with this offering, we
acquired all of the outstanding shares of Odyssey America from subsidiaries of Fairfax, our ultimate majority
shareholder, for an aggregate consideration of $988.8 million, consisting of $233.6 million in cash, a
$200.0 million term note and 48 million shares of our common stock. The acquisition has been accounted for
at historical cost in a manner similar to a pooling of interests. Accordingly, the consolidated financial
statements of Odyssey America and its subsidiaries have become our historical financial information and the
financial statements as of December 31, 1999, have been restated to reflect the re-capitalization as though it
occurred at the beginning of the period.

Through our operating subsidiaries, principally Odyssey America, we are a leading U.S. based under-
writer of reinsurance, providing a full range of property and casualty products on a worldwide basis. We offer a
broad range of both treaty and facultative reinsurance to property and casualty insurers and reinsurers. Treaty
reinsurance involves the reinsurance of a specific line or class of business for an insurance company pursuant
to an agreement or treaty. Facultative reinsurance involves the reinsurance of a specific policy as opposed to a
line or class of business. We also write specialty and non-traditional lines of reinsurance, including professional
liability, marine and aerospace.

Throughout 2001 we have experienced growth opportunities in a number of areas, evidenced by our
increase in gross premiums written of $291.4 million, or 33.8%, to $1,153.6 million for the year ended
December 31, 2001 from $862.2 million for the year ended December 31, 2000. As a result of prolonged soft
market conditions and a series of catastrophic events, both in the United States and globally, trading
conditions for us have been improving and we have opportunistically expanded in certain classes of business
and in certain geographic regions. Substantial expansion has occurred in the accident and health business as
well as selected automobile and property lines. Internationally, our growth is principally derived from the
business written through our Paris and Singapore branches. Our non-U.S. operations, including our Lloyds
operations, now account for 36.9% of our premium volume.

Due to the improved pricing environment and our continued focus on underwriting discipline, our
underwriting results, excluding the effects of the terrorist attack of September 11th (event of September 11th)
and the bankruptcy filing of Enron Corporation (Enron), have significantly improved. Our combined ratio
including these events, was 115.4% for the year ended December 31, 2001, an increase of 4.6 percentage points
over the 110.8% combined ratio for the year ended December 31, 2000. Excluding these events, our combined
ratio, for the year ended December 31, 2001 improved by 7.7 percentage points to 103.1% from the 110.8%
reported for the year ended December 31, 2000. This improvement is a direct result of our underwriting
actions, including improvements in pricing as well as terms and conditions, and our opportunistic expansion
into better performing lines of business. Included in our underwriting results is $95.0 million related to the
event of September 11th, $15.0 million related to the bankruptcy filing of Enron, and $20.6 million related to
major catastrophe losses during the year. Notable catastrophe losses include the St. Louis Ice Storm,
Hurricane Juliette, and Typhoon Nari.

We, through a review of our reinsurance contracts, have evaluated and estimated our exposure arising
from the event of September 11th. The estimate, included in our consolidated statements of operations for the
year ended December 31, 2001, reflects a gross underwriting loss of $187.5 million, an increase of
$15.8 million during the quarter ending December 31, 2001, and a net pre-tax underwriting loss of
$95.0 million, an increase of $14.2 million during the quarter ending December 31, 2001, which is comprised
of a reduction to net premiums written and earned of $10.3 million, an increase to net losses and loss
adjustment expenses of $75.5 million, and an increase to acquisition costs and other underwriting expenses of
$9.2 million. The net after tax loss, assuming a 35% tax benefit, is $61.8 million. Our estimate is based on the
most recent information available; however, as additional information becomes available such estimate could
be revised, potentially resulting in further adverse effects to us. Considerable time may elapse before the
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adequacy of our estimates can be determined. With respect to the ceded underwriting loss of $92.5 million, the
reinsurance recoverable is with highly rated reinsurers and we do not foresee any potential credit risks.

Our results including and excluding the event of September 11th and Enron for the year ended
December 31, 2001 are as follows (in thousands):

Year Ended Year Ended
December 31, 2001 December 31, 2001

Including Excluding
Gross premiums written ...............oooiiiieii.... $1,153,606 $1,135,106
Net premiums written ... ..ot eenn.... $ 984,650 $ 994,980
Net premiums earned . ... $ 900,537 $ 910,867
Losses and loss adjustment expenses. ................... 725,767 635,273
Acquisition costs and other underwriting expenses ........ 313,119 303,878
Total underwriting deductions ......................... 1,038,886 939,151
Underwriting 10SS . . ..o vttt $ (138,349) $ (28,284)
UNDERWRITING RATIOS:
Losses and loss adjustment expenses. ................... 80.6% 69.7%
Acquisition costs and other underwriting expenses ........ 34.8 334
Combined ratio . .........oiuiiiiiii i 115.4% 103.1%

We operate our business through three divisions, the Americas, EuroAsia and Newline Syndicate, which
are based principally on geographic regions.

The Americas is our largest division, accounting for $841.2 million, or 72.9%, of our gross premiums
written for the year ended December 31, 2001. The Americas division writes treaty, both casualty and
property, and facultative casualty reinsurance in the United States and Canada, and treaty and facultative
reinsurance in South America, as well as, to a limited extent, primary business in the United States through
Hudson, our insurance subsidiary. The Americas division is comprised of four units, the United States,
Canada, Latin America and the London branch for business incepting prior to 2001, and six offices, located in
Stamford, New York City, Mexico City, Miami, Santiago and Toronto. Gross premiums written by the
United States unit for the year ended December 31, 2001 were $728.1 million, an increase of $111.4 million,
or 18.1%, compared to $616.7 million for the year ended December 31, 2000. Gross premiums written by the
Latin American unit for the year ended December 31, 2001 were $72.3 million, an increase of $31.7 million, or
78.1%, compared to $40.6 million for the year ended December 31, 2000. The Canadian unit had gross written
premiums of $16.4 million for the year ended December 31, 2001, an increase of $2.5 million, or 18.0%,
compared to $13.9 million for the year ended December 31, 2000. The increases are due mainly to increased
pricing both at the insurance and reinsurance levels. The London branch unit had gross premiums written of
$24.4 million for the year ended December 31, 2001, a decrease of $58.4 million compared to $82.8 million for
the year ended December 31, 2000. The London branch decrease is due to the re-alignment of our business
across geographic regions. Business previously written by the London branch unit is being written through the
Newline Syndicate division, effective July 2000, and through the EuroAsia division effective January 2001.

The EuroAsia division was formed in 2000 as part of the realignment of our business across geographic
regions. EuroAsia operates out of six offices, with principal offices in Paris and Singapore.

For the year ended December 31, 2001, the EuroAsia division had gross premiums written of
$180.5 million, or 15.7% of our gross premiums written, compared to $0.4 million for the year ended
December 31, 2000. For the year ended December 31, 2001, our Paris office had gross premiums written of
$109.6 million, our Singapore office had gross premiums written of $36.9 million and the London office had
gross premiums written of $34.0 million. The EuroAsia division premiums are geographically dispersed mainly
throughout the European Union, followed by Japan, Eastern Europe, the Pacific Rim, and the Middle East.
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The EuroAsia division has been successful in taking advantage of the international rate increases and creating
new market opportunities.

The Newline Syndicate division is comprised of our Lloyd’s of London business, in which we participate
through our 100% ownership of Newline which in turn owns and manages Syndicate 1218. Our Lloyd’s
membership provides strong brand recognition, extensive broker and direct distribution channels and
worldwide licensing, including the ability to write primary business on an excess and surplus basis in the
United States. The Newline Syndicate writes reinsurance and insurance business worldwide through brokers,
generating $131.9 million, or 11.4% of our gross premiums written for the year ended December 31, 2001. The
increase in gross premium written of 22.4% compared to $107.8 million for the year ended December 31, 2000
was mainly in financial lines, international casualty, marine and aerospace.

The property and casualty reinsurance and insurance industries use the combined ratio as a measure of
underwriting profitability. The GAAP combined ratio is the addition of loss and loss adjustment expenses
incurred as a percent of net premiums earned plus underwriting expenses, which include acquisition costs and
other underwriting expenses, as a percent of net premiums earned. The combined ratio reflects only
underwriting results, and does not include income from investments. Underwriting profitability is subject to
significant fluctuations due to competition, catastrophic events, economic and social conditions, foreign
currency fluctuations and other factors. Our combined ratio for the year ended December 31, 2001, which
includes the effects of the event of September 11th and Enron, was 115.4%, up from 110.8% for the year ended
December 31, 2000. Excluding the effects of the event of September 11th and Enron, the combined ratio for
the year ended December 31, 2001 was 103.1%. The year ended December 31, 2001 was significantly
impacted by the event of September 11th and Enron, as previously discussed, and the following items were
affected as described below.

For the years ended December 31, 2001 and 2000, our gross premiums written were $1,153.6 million and
$862.2 million, respectively. For the years ended December 31, 2001 and 2000, our net premiums written were
$984.7 million and $701.3 million, respectively. For the year ended December 31, 2001, our net loss was
$8.0 million, which includes a loss of $71.5 million related to the event of September 11th and Enron,
compared to net income of $54.8 million for the year ended December 31, 2000. As of December 31, 2001, we
had total assets of $4.6 billion and total stockholders’ equity of $820.9 million.

Revenues

We derive our revenues from two principal sources: premiums from reinsurance assumed and insurance,
net of premiums ceded (net premiums written); and income from investments. Net premiums written are
earned (net premiums earned) as they are credited to revenue over the terms of the underlying contracts or
certificates in force. The relationship between net premiums written and net premiums earned will, therefore,
vary depending generally on the volume and inception dates of the business assumed and ceded and the mix of
such business between proportional and excess of loss reinsurance.

Expenses

We determine our reserve for unpaid losses and loss adjustment expenses based on reports and individual
case estimates received from ceding companies. We use generally accepted actuarial methodologies to
determine a reserve for losses incurred but not reported (“IBNR”) on the basis of our historical experience
and other estimates. We review the reserves continually and changes in estimates are reflected in the operating
results of the period in which they become known. Accordingly, losses and loss adjustment expenses are
charged to income in the calendar year they are incurred.

Our reserves for losses and loss adjustment expenses are estimates of amounts required to pay reported
and unreported claims and related loss adjustment expenses. The estimates are based on assumptions related
to the ultimate cost to settle these claims. Our reserves for losses and loss adjustment expenses are determined
in accordance with sound actuarial practices. However, the inherent uncertainties of estimating reserves are
greater for reinsurers than for primary insurers, due to the diversity of development patterns among different
types of reinsurance contracts and the necessary reliance on ceding companies for information regarding

34



reported claims. As a result, we cannot be sure that our ultimate liability will not exceed amounts we have
reserved.

Acquisition costs consist principally of commissions and brokerage expenses incurred on business written
under reinsurance contracts or certificates and insurance policies. These costs are deferred and amortized over
the period in which the related premiums are earned. Commission adjustments are accrued based on the
underwriting profitability of the business produced. Deferred acquisition costs are limited to their estimated
realizable value, which considers anticipated losses and loss adjustment expenses and estimated remaining
costs of servicing the contracts or certificates, all based on our historical experience.

Other underwriting expenses consist of cost of operations associated with our underwriting activities.
These expenses include compensation, rent, and all other general expenses allocated to our underwriting
activity and exclude any investment or claims related expenses.

Results of Operations
Year Ended December 31, 2001 Compared to Year Ended December 31, 2000

Gross Premiums Written. Gross premiums written for the year ended December 31, 2001 increased by
$291.4 million, or 33.8%, to $1,153.6 million from $862.2 million for the year ended December 31, 2000.
Excluding premium adjustments related to the effects of the event of September 11th, gross premiums written
for the year ended December 31, 2001 were $1,135.1 million. The increase in premium volume is attributable
to increases in the Americas division of $87.2 million, or 11.6 %, the Newline Syndicate of $24.1 million, or
22.4%, and the EuroAsia division of $180.1 million.

The increase in premiums in the Americas division is comprised of an increase in treaty property business
of $67.5 million, an increase in general casualty business of $9.0 million, an increase in the Latin American
unit business of $31.7 million, an increase in primary insurance activities of $28.3 million and a decrease in
facultative business of $10.8 million. These increases are attributable to improved pricing in general and
specifically to certain classes of business that were substantially affected by poor industry fundamentals during
the past few years. Premiums decreased in the London branch business by $58.4 million due to the transfer of
business into Newline and treaty casualty business by $15.2 million in classes where pricing has not yet
improved to a level of adequate profitability. Gross premiums written of $7.4 million related to the event of
September 11th are included in the Americas division for the year ended December 31, 2001.

The EuroAsia division’s gross premiums written for the year ended December 31, 2001 were $180.5 mil-
lion, compared to $0.4 million for the year ended December 31, 2000. This division was not active during the
first nine months of 2000. Gross premiums written of $7.6 million related to the event of September 11th are
included in the EuroAsia division for the year ended December 31, 2001.

The Newline Syndicate division’s premium increase of $24.1 million is comprised of increases in marine
and aerospace business of $13.6 million and international casualty business of $14.9 million, and financial lines
of $17.1 million. These increases were partially offset by a decrease in the North American casualty business
of $0.3 million and the North American Binding Authority and other lines of $21.2 million. Gross premiums
written of $3.5 million related to the event of September 11th are included in the Newline Syndicate division
for the year ended December 31, 2001.

Ceded Premiums Written. Ceded premiums written for the year ended December 31, 2001 increased by
$8.2 million, or 5.1%, to $169.0 million from $160.8 million for the year ended December 31, 2000. The
increase in ceded premiums written was primarily attributable to $28.8 million of ceded premiums relating to
the event of September 11th offset by higher amounts of premiums retained under our reinsurance contracts
and reductions in amounts ceded to our aggregate excess of loss contracts.

Net Premiums Written. Net premiums written for the year ended December 31, 2001 increased by
$283.4 million, or 40.4%, to $984.7 million from $701.3 million for the year ended December 31, 2000. Net
premiums written represents gross premiums written less ceded premiums written and is directly influenced by
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the items described in the preceding sections. Net premiums written for the year ended December 31, 2001
have been decreased by $10.3 million related to the event of September 11th.

Net Premiums Earned. Net premiums earned for the year ended December 31, 2001 increased by
$218.7 million, or 32.1%, to $900.5 million from $681.8 million for the year ended December 31, 2000. This
increase was a result of the factors listed above and reflects an increase in unearned premiums of $84.1 million
for the year ended December 31, 2001, as compared to an increase in unearned premiums of $19.5 million for
the year ended December 31, 2000. This increase in unearned premiums is associated with the increase in net
premiums written. Net premiums earned have been reduced by $10.3 million related to the event of
September 11th.

Net Investment Income. Net investment income for the year ended December 31, 2001 decreased by
$12.0 million, or 9.5%, to $114.6 million from $126.6 million for the year ended December 31, 2000. As a
result of the decline in interest rates during the past year combined with a decrease in investment income from
affiliates and other interest bearing assets, the net investment yield decreased to 4.3% in 2001 compared to
4.6% in 2000 and accounted for most of the decline in investment income.

Net Realized Investment Gains. Net realized investment gains for the year ended December 31, 2001
decreased by $10.3 million to $13.3 million from $23.6 million for the year ended December 31, 2000. The
decrease in net realized gains in 2001 was primarily related to modest gains in our equity portfolio of
$3.9 million compared to $37.3 million of net realized gains on equity securities for the year ended
December 31, 2000. We realized net gains on fixed income securities of $9.4 million for the year ended
December 31, 2001, compared to a net realized loss of $11.7 million for the year ended December 31, 2000.

Other Income, Net. Other income, net is comprised of amortization of positive and negative goodwill
and other income or expense items. The total of these items for the year ended December 31, 2001 was
$0.8 million income as compared to $3.8 million income for the year ended December 31, 2000.

The major component of other income, net is the amortization of goodwill which consists of the negative
goodwill associated with the purchase of ORC amortized over a ten-year period at $8.3 million per year, and
the amortization of positive goodwill associated with the purchase of Odyssey America amortized over a ten-
year period at $2.5 million per year.

Losses and Loss Adjustment Expenses. Losses and loss adjustment expenses for the year ended
December 31, 2001 increased by $222.3 million, or 44.2%, to $725.8 million from $503.5 million for the year
ended December 31, 2000. The loss and loss adjustment expense ratio for the year ended December 31, 2001
was 80.6% compared to 73.9% for the year ended December 31, 2000. Excluding the effects of the event of
September 11th and Enron, losses and loss adjustment expenses for the year ended December 31, 2001 were
$635.3 million compared to $503.5 million for the year ended December 31, 2000, an increase of
$131.8 million, or 26.2%. Excluding the effects of the event of September 11th and Enron, which contributed
$75.5 million and $15.0 million, respectively, the loss and loss adjustment expense ratio for the year ended
December 31, 2001 was 69.7% compared to 73.9% for the year ended December 31, 2000. The improvement
in the loss and loss adjustment expense ratio is the result of our underwriting initiatives and reinsurance price
increases.

Acquisition Costs. The acquisition ratio, i.e. acquisition expenses expressed as a percent of earned
premium, was 27.6% for the year ended December 31, 2001 compared to 29.1% for the year ended
December 31, 2000. The 1.5% decrease is directly attributable to the increase in premiums while continuing to
negotiate for lower commission and brokerage costs. Acquisition costs for the year ended December 31, 2001
increased by $49.8 million, or 25.1%, to $248.4 million from $198.6 million for the year ended December 31,
2000. Acquisition costs of $9.2 million related to the event of September 11th are included in the Americas
division for the year ended December 31, 2001.

Other Underwriting Expenses. The other underwriting expense ratio, expressed as a percent of earned
premiums, improved to 7.2% for the year ended December 31, 2001 compared to 7.8% for the year ended
December 31, 2000. Other underwriting expenses for the year ended December 31, 2001 increased by
$11.4 million, or 21.4%, to $64.7 million from $53.3 million for the year ended December 31, 2000.
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The increase in other underwriting expenses for the year ended December 31, 2001 compared to the year
ended December 31, 2000 is largely attributable to costs associated with the establishment of our EuroAsia
division branches. In addition, we recognized $2.0 million of expenses for the year ended December 31, 2001
related to our restricted stock plan.

Interest Expense. The Company incurred interest expense of $5.9 million for the year ended Decem-
ber 31, 2001 related to the debt obligations issued in 2001.

Combined Ratio. Our combined ratio, which is the sum of the loss and loss adjustment expense ratio,
the acquisition ratio and other underwriting expense ratio, increased from 110.8% for the year ended
December 31, 2000 to 115.4% for the year ended December 31, 2001. Excluding the effects of the event of
September 11th and Enron, our combined ratio improved to 103.1% for the year ended December 31, 2001
from 110.8% for the year ended December 31, 2000. This improvement was due to the underwriting actions
described above.

Federal and Foreign Income Tax Provision. The federal and foreign income tax provision for the year
ended December 31, 2001 decreased by $33.5 million to a tax benefit of $7.7 million as compared to a tax
provision of $25.8 million for the year ended December 31, 2000. The tax benefit is due to the recognition of
our estimated losses due to the event of September 11th and Enron.

Excluding the effects of the event of September 11th and Enron, the federal and foreign income tax
provision for the year ended December 31, 2001 would have increased by $5.1 million to $30.9 million
compared to $25.8 million for the year ended December 31, 2000.

Net Income. Net income for the year ended December 31, 2001 decreased by $62.8 million, or 114.6%,
to a net loss of $8.0 million from a net income of $54.8 million for the year ended December 31, 2000.
Excluding the effects of the event of September 11th and Enron, net income for the year ended December 31,
2001 increased by $8.8 million, or 16.1%, to $63.6 million from $54.8 million for the year ended December 31,
2000.

Year Ended December 31, 2000 Compared to Year Ended December 31, 1999

Gross Premiums Written. Gross premiums written for the year ended December 31, 2000 increased by
$207.7 million, or 31.7%, to $862.2 million from $654.5 million for the year ended December 31, 1999. The
increase was due to the inclusion in 2000 of premiums written for the full year by Odyssey America compared
to the inclusion in 1999 of premiums written from the date of April 13, 1999, the date it was acquired by
Fairfax, to year end. The increase in premium volume is attributable to increases in the Americas division of
$141.7 million, or 23.1%, and the Newline Syndicate division of $65.6 million, or 155.1%.

The increase in premiums in the Americas division is comprised of the inclusion of $13.9 million
Canadian branch business in 2000, an increase in the Latin American unit business of $24.2 million, which
commenced full-time operations upon completing the start-up of its business in 1999, and an increase in
primary insurance activities of $14.2 million. The remaining increase of $89.4 million in the Americas division
is comprised of increases in its treaty business of $133.3 million, primarily specialty casualty, offset by
decreases in its facultative casualty business of $44.0 million.

The Newline Syndicate division’s premium volume increase of $65.6 million is comprised of increases in
marine and aerospace of $4.6 million and international casualty business of $4.8 million, both categories
previously written by the London Branch, as well as major increases in North American casualty business of
$30.4 million and financial lines of $20.6 million and $5.2 million in miscellaneous lines.

Ceded Premiums Written. Ceded premiums written for the year ended December 31, 2000 increased by
$8.9 million, or 5.9%, to $160.8 million from $151.9 million for the year ended December 31, 1999. The
increase in ceded premiums written was primarily due to the increased costs of our existing reinsurance
program, and the increase in our gross volume.
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Net Premiums Written. Net premiums written for the year ended December 31, 2000 increased by
$198.7 million, or 39.5%, to $701.3 million from $502.6 million for the year ended December 31, 1999. Net
premiums written represents gross premiums written less ceded premiums written.

Net Premiums Earned. Net premiums earned for the year ended December 31, 2000 increased by
$173.4 million, or 34.1%, to $681.8 million from $508.4 million for the year ended December 31, 1999. This
increase was a result of the factors listed above, and reflects an increase in unearned premiums of $19.5 million
for the year ended December 31, 2000, as compared to a decrease in unearned premiums of $5.8 million for
the year ended December 31, 1999. This increase in unearned premiums is associated with the increase in net
premiums written.

Net Investment Income. WNet investment income for the year ended December 31, 2000 increased by
$5.4 million, or 4.5%, to $126.6 million from $121.2 million for the year ended December 31, 1999. Net
investment yield was 5.0% in 1999 compared to 4.6% in 2000.

The increase in investment income before expenses is principally from interest on our fixed income
securities of $7.7 million, short term investments of $4.4 million, and increase in other invested assets of
$6.3 million, offset by the decrease in dividends on our equity securities of $5.3 million.

Net Realized Investment Gains. Net realized investment gains for the year ended December 31, 2000
increased by $18.8 million to $23.6 million from $4.8 million for the year ended December 31, 1999. The
increase in net realized gains in 2000 was primarily from our equity portfolio, which generated net gains of
$37.3 million offset by net realized losses on fixed income securities and other investments. Included in net
realized investment gains for the years ended December 31, 2000 and December 31, 1999 is $11.4 million and
$2.1 million, respectively, of realized losses on the other than temporary write-down of certain fixed income
and equity securities.

During the fourth quarter of 2000, as of result of a downgrade of two fixed income securities, we decided
to write down the value of such securities resulting in a realized loss of $11.4 million during 2000. During
1999, as a result of the fair value of two equity securities being significantly below cost for a continued period,
the cost of such securities was written down to fair value resulting in a realized loss of $2.1 million during
1999.

Other Income, Net. Other income, net is comprised of amortization of positive and negative goodwill
and other income or expense items. The total of these items for the year ended December 31, 2000 was
income of $3.8 million as compared to income of $11.6 million for the year ended December 31, 1999.

The major component of other income, net is the amortization of goodwill which consists of the negative
goodwill associated with the purchase of ORC amortized over a ten-year period at $8.3 million per year, and
the amortization of positive goodwill associated with the purchase of Odyssey America amortized over a ten-
year period of $2.5 million in 2000, and $1.8 million in 1999, representing the period from the date of
acquisition.

The negative goodwill resulting from the acquisition of ORC was primarily related to ORC’s competitive
positioning in the reinsurance market. ORC’s future as part of its former parent’s group had been in doubt for
several years prior to its acquisition by Fairfax. Its position in the market had declined significantly including a
substantial reduction in the business written. The negative goodwill reflects these factors and the significant
investment of management time and systems changes required to strategically reposition ORC in the
reinsurance market, the need to build a separate brand name and franchise value as OdysseyRe and the
uncertainty of success in these efforts.

Losses and Loss Adjustment Expenses. Losses and LAE for the year ended December 31, 2000
increased by $119.6 million, or 31.2%, to $503.5 million from $383.9 million for the year ended December 31,
1999. The loss and LAE ratio for the year ended December 31, 2000 was 73.9% compared to 75.5% for the
year ended December 31, 1999.

The decrease in the loss and LAE ratio in 2000, 73.9%, compared to 75.5% for 1999, is the result of a
decrease in the loss and LAE ratio for the Americas division from 76.4% in 1999 to 72.6% in 2000, a decrease
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of 3.8 percentage points. This was offset by the increase in the loss and LAE ratio for the Newline Syndicate
division of 83.7% in 2000 compared to 63.8% in 1999.

The loss and LAE ratio for the year ended December 31, 2000 was impacted by incidental catastrophe
losses of $6.9 million, contributing approximately 1.0% to the loss and LAE ratio. In addition, losses and LAE
incurred were impacted by $7.3 million, or 1.1%, to the loss and LAE ratio associated with reserve
strengthening on the discontinued book of business written by the Newline Syndicate division. Losses and
LAE incurred for the year ended December 31, 1999 include $23.9 million for catastrophes, which contributed
4.7% to the loss and LAE ratio for the year ended December 31, 1999.

Acquisition Costs. Acquisition costs for the year ended December 31, 2000 increased by $61.8 million,
or 45.2%, to $198.6 million from $136.7 million for the year ended December 31, 1999. The resulting
acquisition ratio, acquisition expenses expressed as a percent of earned premium, was 29.1% for the year ended
December 31, 2000 compared to 26.9% for the year ended December 31, 1999. The increase in acquisition
costs in 2000 compared to 1999 reflects the inclusion of Odyssey America business for the full year of 2000
and increased volume activity for the Newline Syndicate division, as compared to the inclusion of Odyssey
America business in 1999 since the date it was acquired. The increase in the acquisition ratio in 2000
compared to 1999 is the result of an increase in 2000 compared to 1999 in the amount of proportional treaty
and facultative business with ceding commissions relative to the business without ceding commissions.

Other Underwriting Expenses. Other underwriting expenses for the year ended December 31, 2000
increased by $7.5 million, or 16.3%, to $53.3 million from $45.8 million for the year ended December 31, 1999.
The other underwriting expense ratio, expressed as a percent of premiums earned, was 7.8% for 2000
compared to 9.0% for 1999.

The increase in other underwriting expenses for 2000 compared to 1999 is attributable to the inclusion of
Odyssey America for the full year of 2000 compared to the inclusion of Odyssey America in 1999 from its
acquisition date of April 1999. The reduction in the expense ratio between 2000 and 1999 is primarily the
result of the increase in net earned premium in 2000 compared to 1999.

Federal and Foreign Income Tax Provision. Federal and foreign income tax provision for the year ended
December 31, 2000 increased by $2.3 million, or 9.6%, to $25.8 million from $23.5 million for the year ended
December 31, 1999.

The effective tax rates for the years ended December 31, 2000 and 1999 were 32.0% and 29.6%,
respectively. The increase in the effective tax rate was due to the decrease in the dividend received deduction
and tax exempt income in 2000 compared to 1999.

Net Income. Net income for the year ended December 31, 2000 decreased by $1.2 million, or 2.2%, to
$54.8 million from $56.0 million for the year ended December 31, 1999.

Liquidity

In connection with the acquisition of Odyssey America and its subsidiaries, we issued a $200.0 million
term note to a subsidiary of Fairfax. We have paid interest on the term note at a rate of 225 basis points over
the three month London Interbank Offered Rate (LIBOR). Under the terms of the term note, we have the
right to prepay all or part of the principal amount outstanding under the term note at anytime without bonus or

penalty. We have partially prepaid the principal amount outstanding under the term note and as of
December 31, 2001, the principal amount outstanding was $50.0 million.

We have also issued $100.0 million aggregate principal amount of senior notes pursuant to a private
placement with a fixed interest rate of 7.49%. Interest payments are due semi-annually on May 31st and
November 30th starting in 2002. Immediately following the issuance of these 7.49% senior notes, we entered
into an interest rate swap agreement with Bank of America N.A. This transaction has enabled us to convert
the fixed 7.49% interest rate obligation to a variable interest rate of LIBOR plus 263 basis points. The
proceeds from the sale of the senior notes was used to prepay part of the principal amount outstanding under
the $200.0 million term note.
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In addition, we entered into a $50.0 million credit agreement with Bank of America, N.A. and J.P.
Morgan Chase Bank on December 31, 2001. The entire $50.0 million in proceeds was used to prepay part of
the principal amount outstanding under the $200.0 million term note. The agreement has been amended as of
January 31, 2002. The entire principal amount outstanding under the credit agreement is due January 31,
2005.

Pursuant to a postponement agreement, principal payments related to the term note will not commence
prior to payment of all amounts owing under the credit agreement. We currently anticipate that the
outstanding principal amount of $50.0 million related to the term note will be paid in 2005.

In connection with the business of our Newline Syndicate division, we executed a secured letter of credit
in favor of Lloyd’s, as is customary for operations in the Lloyd’s market. At December 31, 2001, the letter of
credit was valued at 57.5 million British sterling pounds, or $83.7 million, and was secured by a pledge of
$94.6 million of our investment securities.

On September 28, 2001, our Board of Directors declared a quarterly cash dividend of $0.025 per share.
The total dividend of approximately $1.6 million was paid on October 30, 2001 to all shareholders of record as
of October 15, 2001. On February 14, 2002, our Board of Directors declared a quarterly cash dividend of
$0.025 per share payable on or before March 29, 2002, to all stockholders of record as of March 15, 2002.

Credit Ratings

Rating agencies assess the claims-paying ability of reinsurers and their ratings represent independent
opinions of financial strength and ability to meet policyholder obligations. These ratings are used by insurers
and reinsurance and insurance intermediaries as an important means of assessing the financial strength and
quality of reinsurers. In addition, the rating of a company purchasing reinsurance may be adversely affected by
an unfavorable rating of its reinsurer. A reduction in our financial strength ratings could limit or prevent us
from writing new reinsurance or insurance policies. Our credit ratings as of December 31, 2001 were:
A.M. Best Company, Inc.: A; and Standard & Poor’s Rating services: A-.

Cash Flow and Investments

Cash flows from operating activities principally result from premiums, collections on losses recoverable
and investment income, net of paid losses, acquisition costs and underwriting and investment expenses. Cash
used in operations was $49.4 million for the year ended December 31, 2001 and $113.6 million for the year
ended December 31, 2000 primarily due to payment during the respective periods of losses incurred by
Odyssey America and its subsidiaries.

Cash used in operations for underwriting activity decreased for the year ended December 31, 2001 as
compared to the year ended December 31, 2000 principally for the payment of losses which exceeded
premium collections in both periods. This is a direct result of our underwriting actions in previous years which
reduced premium volume. However, cash flow in the fourth quarter of 2001 was positive and despite the
substantial improvements in our combined ratio, excluding the effects of the event of September 11th and
Enron, we are still in a transition period until current underwriting year cash flows exceed the effects of prior
years.

Total cash proceeds from investing activities for the year ended December 31, 2001 were $229.1 million
compared to $218.8 million from investment activities for the year ended December 31, 2000. The increase in
cash proceeds from investing activities is mainly due to a change in the mix of short-term investments and
cash and cash equivalents. Net proceeds to OdysseyRe related to the initial public offering were $51.3 million
for the year ended December 31, 2001. Cash and cash equivalents were $375.1 million and $154.5 million, at
December 31, 2001 and 2000, respectively. Cash and short-term investments are maintained for liquidity
purposes and represented 14.8% and 13.3% at December 31, 2001 and December 31, 2000, respectively, of
total financial statement investments and cash on such dates. Total fixed income securities were $2.0 billion as
of December 31, 2001. Total investments, cash and cash equivalents amounted to $2.7 billion as of
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December 31, 2001. The fixed income securities portfolio has a weighted average of AA, security rating as
measured by S&P.

Stockholders’ Equity

Stockholders’ equity decreased by $137.0 million, or 14.3%, to $820.9 million as at December 31, 2001
from $957.9 million as of December 31, 2000, mainly as a result of the re-capitalization of OdysseyRe at the
time of the initial public offering in June 2001. The decrease was attributable to the issuance of $200.0 million
of debt, an $11.8 million decrease resulting from a higher unrealized loss on foreign exchange, net of deferred
income taxes and a net loss of $8.0 million for the year ended December 31, 2001, which includes a loss of
$71.8 million related to the event of September 11th and Enron. The decrease is partially offset by an increase
of $16.8 million in unrealized appreciation, net of deferred income taxes, in our investment portfolio, and the
net proceeds from the initial public offering of $51.3 million.

Market Sensitive Instruments
The term market risk refers to the risk of loss arising from adverse changes in market rates and prices.

We believe that we are principally exposed to four types of market risk related to our investment
operations. These risks are interest rate risk, credit risk, equity price risk and foreign currency risk.

All market sensitive instruments discussed here relate to our investment assets which are classified as
available for sale. As of December 31, 2001, our $2.7 billion investment portfolio is comprised of $2.0 billion of
fixed income securities that are subject primarily to interest rate risk and credit risk.

Interest Rate Risk

Our fixed income securities portfolio is exposed to interest rate risk. Fluctuations in interest rates have a
direct impact on the market valuation of these securities. As interest rates rise, market values of fixed income
securities portfolios fall and vice versa.

The table below displays the potential impact of market value fluctuations on the fixed income securities
portfolio as of December 31, 2001 and December 31, 2000, based on parallel 200 basis point shifts in interest
rates up and down in 100 basis point increments. This analysis was performed on each security individually.

As of December 31, 2001 As of December 31, 2000

Fair Value of Fair Value of

Fixed Income Hypothetical Hypothetical Fixed Income Hypothetical Hypothetical
Percent Change in Interest Rates Portfolio $ Change % Change Portfolio $ Change % Change

(dollars in millions)

200 basis point rise .................. $1,812.8 $(216.0) (10.6)% $1,889.9 $(229.3) (10.8)%
100 basis point rise .................. 1,907.1 (121.7) (6.0) 1,998.9 (120.3) (5.7)
Base Scenario....................... 2,028.8 — — 2,119.2 — —
100 basis point decline ............... 2,221.4 192.6 9.5 2,320.4 201.2 9.5
200 basis point decline ............... 2,460.5 431.7 21.3 2,573.1 453.9 21.4

The preceding table indicates an asymmetric market value response to equivalent basis point shifts, up
and down in interest rates. This reflects significant exposure to fixed income securities containing a put feature.
In total these securities represent approximately 50% and 47% of the fair market value of the total fixed
income portfolio as of December 31, 2001 and December 31, 2000, respectively. The asymmetric market value
response reflects our ability to put these bonds back to the issuer for early maturity in a rising interest rate
environment (thereby limiting market value loss) but to hold these bonds to their much longer full maturity
dates in a falling interest rate environment (thereby maximizing the full benefit of higher market values in that
environment).
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Disclosure about Limitations of Interest Rate Sensitivity Analysis

Computations of the prospective effects of hypothetical interest rate changes are based on numerous
assumptions, including the maintenance of the existing level and composition of fixed income security assets,
and should not be relied on as indicative of future results.

Certain shortcomings are inherent in the method of analysis presented in the computation of the fair
value of fixed rate instruments. Actual values may differ from those projections presented should market
conditions vary from assumptions used in the calculation of the fair value of individual securities, including
non-parallel shifts in the term structure of interest rates and no change in individual issuer credit spreads.

Credit Risk

We have exposure to credit risk primarily as a holder of fixed income securities. We control this exposure
by emphasizing investment grade credit quality in the fixed income securities we purchase.

At December 31, 2001 and December 31, 2000, 97.1% and 98.4%, respectively, of our fixed income
securities portfolio consisted of securities rated investment grade, with 2.9% and 1.6%, respectively, rated
below investment grade.

We believe that this concentration in investment grade securities reduces our exposure to credit risk on
these fixed income investments to an acceptable level.

Equity Price Risk

As of December 31, 2001 and December 31, 2000, 7.2% and 5.2%, respectively, of our investment
portfolio, including cash and cash equivalents, was in common stocks (unaffiliated and affiliated). Marketable
equity securities, which represented approximately 5.3% and 3.4% on December 31, 2001 and 2000,
respectively of our investment portfolio, including cash and cash equivalents, are exposed to equity price risk,
defined as the potential for loss in market value owing to a decline in equity prices. A 10% decline in the price
of each of these marketable equity securities would result in a total $14.1 million at December 31, 2001 and
$8.9 million at December 31, 2000 decline in the fair value of the total investment portfolio.

Foreign Currency Risk

Through investment in securities denominated in foreign currencies, we are exposed to foreign
(non-U.S.) currency risk. Foreign currency exchange rate risk is the potential for loss in market value owing
to a decline in the U.S. dollar value of these investments due to a decline in the exchange rate of the foreign
currency in which these assets are denominated. As of December 31, 2001 and December 31, 2000, our total
exposure to foreign denominated securities in U.S. dollar terms was approximately $268.0 million and
$160.0 million, respectively, or 10.1% and 6.1%, respectively, of our investment portfolio, including cash and
cash equivalents. The primary foreign currency exposure was in Canadian dollar denominated securities,
which represented 7.0% and 5.8% as of December 31, 2001 and December 31, 2000, respectively, of our
investment portfolio, including cash and cash equivalents. As of December 31, 2001, the potential impact of a
10% decline in each of the foreign exchange rates on the valuation of investment assets denominated in those
respective foreign currencies would result in a total $27.0 million dollar decline in the fair value of the total
investment portfolio.

Included above in securities denominated in foreign currencies are Japanese yen denominated securities,
which at December 31, 2001 had a U.S. dollar equivalent market value of $23.2 million. We have entered into
Japanese yen forward sale contracts to hedge against a fall in value of the Japanese yen denominated securities
versus the U.S. dollar. The Japanese yen forward contracts are for an aggregate amount of 1.7 billion Japanese
yen at an average forward rate of 114.1 yen or a U.S. dollar equivalent amount of $15.3 million.
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Accounting Standards

In June 2001, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial
Accounting Standard (“SFAS”) 142, “Goodwill and Other Intangible Assets”. SFAS 142 establishes new
accounting and reporting standards for acquired goodwill and other intangible assets. It requires that an entity
determine if the goodwill or other intangible asset has an indefinite or a finite useful life. Those with indefinite
useful lives will not be subject to amortization and must be tested annually for impairment. In addition, in
June 2001, the FASB issued SFAS 141, “Business Combinations” which requires full amortization of
negative goodwill at the time the pronouncement is implemented. These statements are effective for all fiscal
quarters of all fiscal years beginning after December 15, 2001. Management has determined that the goodwill
of $18.3 million reflected in other assets as of December 31, 2001 has an indefinite life and is not impaired;
accordingly, we will not amortize our goodwill during 2002. We have negative goodwill of $36.9 million
reflected in other liabilities as of December 31, 2001, which will fully amortize at the beginning of 2002,
resulting in a corresponding increase of $36.9 million to our stockholders’ equity.

Item 7(a). Quantitative and Qualitative Disclosures About Market Risk

See Management’s Discussion and Analysis of Financial Condition and Results of Operations.
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Stockholders of Odyssey Re Holdings Corp.:

In our opinion, the consolidated financial statements listed in the accompanying index present fairly, in all
material respects, the financial position of Odyssey Re Holdings Corp. and its subsidiaries at December 31,
2001 and 2000, and the results of their operations and their cash flows for each of the three years in the period
ended December 31, 2001 in conformity with accounting principles generally accepted in the United States of
America. In addition, in our opinion, the financial statement schedules listed in the accompanying index
present fairly, in all material respects, the information set forth therein when read in conjunction with the
related consolidated financial statements. These financial statements and financial statement schedules are the
responsibility of the Company’s management; our responsibility is to express an opinion on these financial
statements and financial statement schedules based on our audits. We conducted our audits of these
statements in accordance with auditing standards generally accepted in the United States of America, which
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles used
and significant estimates made by management, and evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

PRICEWATERHOUSECOOPERS LLP
New York, New York
January 28, 2002
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ODYSSEY RE HOLDINGS CORP.
CONSOLIDATED BALANCE SHEETS

ASSETS
Investments and cash:

Fixed income securities, at fair value (amortized cost $2,030,561
and $2,155,361, respectively) .. ... ...

Equity securities:
Common stocks, unaffiliated, at fair value (cost $77,416 and $49,558, respectively) ...
Common stocks, affiliated, at equity (cost $117,535 and $81,831, respectively) .......
Short-term investments, at cost which approximates fair value .......................
Other invested assets (cost $48,013 and $35,309, respectively) .......................
Cash and cash equivalents . ............. ..ttt

Total investments and cash . ... ... .. . ..
Investment income due and accrued . .......... ..
Reinsurance balances receivable. ... ... ...
Reinsurance recoverable on 10Ss payments ... .........ouuineineinenineenennennenn.
Reinsurance recoverable on unpaid [0SSES . ... ..ottt
Prepaid reinsurance premilms . ...oo ..ottt et e e e e e
Funds held by ceding inSurers . ............. ..ottt
Deferred acquiSition COSES . . ... v .ttt ittt et e e e
Current federal and foreign income taxes . ...t
Deferred federal and foreign income taxes ..............uiuiininininnenennann..
Other aSSetS . . oottt

Total aSSetS . ..ottt

Unpaid losses and loss adjustment eXpenses . . .. ...vv vttt
Unearned PremilmiS . ..o .v ottt et et ettt e et et e e e e
Debt obligations . . ... ...t
Reinsurance balances payable . ... ... ... ... e
Funds held under reinsurance contracts .................oiiuiiiineiinnennennaann.
Other abilities . . . . ..o oo

Total Habilities . ... ..o

STOCKHOLDERS’ EQUITY

Common stock, $0.01 par value; 500,000,000 shares authorized; 65,142,857 and
48,000,000 shares issued and outstanding, respectively ............. ... ...

Preferred stock, 200,000,000 shares authorized; O shares issued and outstanding...........
Additional paid-in capital ... ... ...
Treasury StOCK . . ...t
Unearned COmMPenSation. ... ...ttt ettt e et
Accumulated other comprehensive loss, net of deferred income taxes ...................
Retained earnings . . ...ttt

Total stockholders’ eqUity . . ... ...ttt e
Total liabilities and stockholders” equity ... ............oi it

See accompanying notes.
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December 31,

2001

2000

(In thousands,
except share amounts)

$2,028,758  $2,119,226
71,578 54,527
119,490 83,338
19,648 196,562
45,160 33,435
375,142 154,527
2,659,776 2,641,615
27,466 28,436
358,203 287,587
52,812 40,973
1,045,791 899,629
35,466 31,488
75,186 46,324
79,560 59,948
12,103 12,999
204,455 173,619
97,473 31,485
$4,648291  $4,254,103
$2,720220  $2,566,396
338,370 251,031
200,000 —
126,874 61,520
348,038 319,249
93,917 98,032
3,827,419 3,296,228
651 480
793,334 920,220
(5,704) —
(12,985)  (17,990)
45,576 55,165
820,872 957,875
$4,648291  $4,254,103




ODYSSEY RE HOLDINGS CORP.

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME
Years Ended December 31,

2001 2000 1999
(In thousands, except share amounts)
REVENUES
Gross premiums WIitteN ... ...ttt $ 1,153,606 $ 862,166 $ 654,518
Ceded premiums WIitten ... ...ttt 168,956 160,832 151,896
Net premiums Written ... ...t 984,650 701,334 502,622
(Increase) decrease in unearned premiums ..................oooun... (84,113) (19,503) 5,786
Net premiums earned . ......... ...ttt 900,537 681,831 508,408
Net investment iNCOME . ... ..ottt et 114,600 126,593 121,169
Net realized investment gains...............ooiiiiinneinneenn... 13,313 23,611 4,783
Other iNCOME, NEt .. .. .. i e 755 3,839 11,586
Total TEVENUES .. ..ottt e 1,029,205 835,874 645,946
EXPENSES
Losses and loss adjustment eXpenses . .. .........oouueeunneenneenn .. 725,767 503,464 383,883
ACqUISTHON COSES. . ..\ ittt 248,425 198,570 136,731
Other underwriting eXpenses . . . ... vvv ettt et 64,694 53,254 45,772
Interest EXPense ... ..ottt 5,938 — —
Total EXPENSES . . vttt t et e 1,044,824 755,288 566,386
(Loss) income before income taxes. ..........coovviuiinennenn .. (15,619) 80,586 79,560
Federal and foreign income tax provision (benefit):
CUITENE & oottt e e e e e e e e 5,523 22,587 (2,883)
Deferred . ... ..o (13,181) 3,208 26,409
Total federal and foreign income tax (benefit) provision ........... (7,658) 25,795 23,526
NET (LOSS) INCOME ....... ... . $  (7961) $ 54,791  $ 56,034
BASIC
Average shares outstanding . ........... ... .o 57,018,497 48,000,000 40,162,192
Basic (loss) earnings per share.............ccoooiiiiiiiiiiiii... $ (0.14) $ 1.14  $ 1.40
DILUTED
Average shares outstanding . ........... ... i 57,018,497 48,000,000 40,162,192
Diluted (loss) earnings per share .. ............cooviiiiiiiienennnnn.. $ 0.14) $ 1.14 $ 1.40
COMPREHENSIVE INCOME (LOSS)
Net (10SS) INCOME .. ..o\ttt e e $ (7961) $ 54791 $ 56,034
Other comprehensive income (loss), netof tax ....................... 5,005 135,878 (163,097)
Comprehensive (loss) income ..., $ (2,956) $ 190,669 $ (107,063)

See accompanying notes.
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ODYSSEY RE HOLDINGS CORP.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
Years Ended December 31,

COMMON STOCK
Balance, beginning of year ............ .. i
Proceeds from initial public offering .............. ... ... ... .......

Balance, end of year .......... .

ADDITIONAL PAID-IN CAPITAL

Balance, beginning of year ............. ...
Net effect of initial public offering.............. .. ... o ...
Acquisition of Odyssey AMerica ............ouiiieinneinneennnnnn.

Balance, end of year .......... ...

TREASURY STOCK

Balance, beginning of year ............ .. i
Purchases during the year . ......... ... ... . o
ReISsuance . ..........oooiii

Balance, end of year ........ ...

UNEARNED COMPENSATION

Balance, beginning of year ........... .. ...
Issuance of restricted stock .. ....... ... ... ..
Amortization during the year .......... ... ... i

Balance, end of year ........ ... ... ...

ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS),
NET OF DEFERRED INCOME TAXES

Balance, beginning of year ......... ... .. ... ..
Net increase (decrease) during the year........... ... ... ... ...,

Balance, end of year .......... ...

RETAINED EARNINGS

Balance, beginning of year ............. . i
Net (10SS) INCOME . ...ttt e e
Dividends to stockholders ......... . ... ... i

Balance, end of year ........ ... ... . . ..

TOTAL STOCKHOLDERS’ EQUITY ......... ... ... . ... ... ...

COMMON SHARES (SHARES OUTSTANDING)
Balance, beginning of year .......... ... ...
Issued during period. ... ...ttt

Balance, end of year ........ ... ... ..

See accompanying notes.
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2001

2000

1999

(In thousands, except share amounts)

$ 480 $ 480 $ 384
171 — _
— — 96
651 480 480
920,220 874,350 227,538
(126,886) — —
— — 645,656
— 45,870 —
— — 1,156
793,334 920,220 874,350
7,708 — —
(7,708) — —
(7,708) — —
2,004 — _
(5,704) — —
(17,990) (153,868) 9,229
5,005 135,878 (163,097)
(12,985) (17,990) (153,868)
55,165 85,374 147,640
(7,961) 54,791 56,034
(1,628) (85,000) (118,300)
45,576 55,165 85,374
$ 820872 $ 957875 $ 806,336
48,000,000 48,000,000 38,400,000
17,142,857 — 9,600,000
65,142,857 48,000,000 48,000,000




ODYSSEY RE HOLDINGS CORP.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,
2001 2000 1999
(In thousands)

OPERATING ACTIVITIES

Net (10SS) INCOME . ..ottt et e e $ (7,961) $ 54791 $ 56,034
Adjus.tr.nf:nts to reconcile net (loss) income to net cash used in operating
activities:
Reinsurance balances and funds held, net......... ... ... ... .. ... ... .... (17,174) (39,808) 37,215
Unearned premilums . . ..oou ettt et et e e e e e 83,362 22,444 (871)
Unpaid losses and loss adjustment eXpenses . ... ..........oouueenneen... 7,661 (164,760) (228,936)
Federal and foreign income taxes. ... .........couiuieiinneinnennneenn.. (12,286) 35,166 16,914
Other assets and liabilities, net........... ... .. ... i, (70,703) 11,259 26,700
Deferred acquisition COStS .. ... .ovt it (19,612) (3,267) (2,146)
Net realized investment gains. ... ............couiiiiinniinnernnennn.. (13,313) (23,611) (4,783)
Amortization of restricted stock ... ... .. .. ... 2,004 — —
Bond premium amortization, net ........... ... (1,370) (5,767) (9,797)
Net cash used in operating activities . ...............coveiuieinn.... (49,392)  (113,553) (109,670)
INVESTING ACTIVITIES
Maturities of fixed income securities .. ......... ottt 1,008 23,885 42,016
Sales of fixed Income SECUTILIES . ... ot vttt e e 424,597 645,946 1,354,852
Purchases of fixed income securities ...............coouiiiiiiinanann... (300,715)  (482,599) (997,847)
Sales of equity SECUTILIES . . .. .ottt e 22,475 178,489 17,624
Purchases of equity securities .. ....... ...t (83,042) (17,681) (148,849)
Purchases of other invested assets .............ooiiiiiniiiinneeaan. (12,179) (3,727) —
Decrease (increase) in short-term investments ........................... 176,914 (125,563) 23,933
Odyssey America cash and cash equivalents acquired . ..................... — — 13,927
Net cash provided by investing activities. . ................ ... ....... 229,058 218,750 305,656
FINANCING ACTIVITIES
Net proceeds from public offering ........... ... ... . i 51,285 — —
Additional borrowings ... ... ... o 150,000 — —
Repayments of principal ........ .. .. (150,000) — —
Loan receivable . ..... ... .. i (1,000) — —
Purchase of treasury stock. .. ... ... ... (7,708) — —
DiIvIdends. . ..o (1,628) (85,000) (118,300)
Net cash provided by (used in) financing activities.................... 40,949 (85,000) (118,300)
Increase in cash and cash equivalents . ............ ... ... ... ... ....... 220,615 20,197 77,686
Cash and cash equivalents, beginning of year.......................... ... 154,527 134,330 56,644
Cash and cash equivalents, end of year.............................. $ 375,142 $ 154,527 $ 134,330

Supplemental disclosures:
Capital contribution .. ... ..ottt e $ — $ 45870 $ —

On April 13, 1999, Fairfax purchased all of the capital stock of Odyssey America. In conjunction with the
acquisition, the fair value of assets acquired was $2.6 billion and liabilities was $2.0 billion. This acquisition
had no effect on the cash flow of the Company. Refer to note 5 of the notes to the consolidated financial
statements. The Company issued $200.0 million in debt obligations in June 2001 in connection with the
offering.

See accompanying notes.
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1. Organization and Basis of Presentation

Odyssey Re Holdings Corp. (the “Company” or “OdysseyRe”) is a Delaware domiciled company which
was incorporated on March 21, 2001 to serve as the holding company for its wholly-owned subsidiary Odyssey
America Reinsurance Corporation (“Odyssey America”) and Odyssey America’s subsidiaries, Odyssey
Reinsurance Corporation (“ORC”), TIG Re UK Holdings Corporation (‘“UK Holdings”’), Newline Under-
writing Management Limited (“Newline”’) and Hudson Insurance Company (‘“Hudson”).

On June 19, 2001, the Company sold 17,142,857 shares of its common stock (26% of the total shares of
common stock outstanding as of December 31, 2001) in an initial public offering (the “offering”). In
connection with the offering, all the outstanding shares of Odyssey America were acquired by the Company
from subsidiaries of Fairfax Financial Holdings Limited (“Fairfax”), the Company’s ultimate majority
shareholder, for aggregate consideration of $988.8 million, consisting of $233.6 million in cash, $200.0 million
in a term note and 48 million shares of the Company’s common stock. This acquisition has been accounted for
at historical cost in a manner similar to a pooling of interests. Accordingly, the consolidated financial
statements of Odyssey America and its subsidiaries have become the Company’s historical financial
information and the financial statements as of December 31, 2000 have been restated to reflect the re-
capitalization as though it occurred at the beginning of the period. The Company retained $51.3 million of the
net proceeds from the offering. In connection with the offering, the Company granted restricted shares of its
stock and stock options to various executives and employees, as further described in note 11.

The preparation of the consolidated financial statements in conformity with generally accepted account-
ing principles in the United States of America requires management to make estimates and assumptions,
which could differ from actual results, that affect the reported amounts of assets, liabilities, revenues and
expenses and disclosure of contingent assets and liabilities.

On September 28, 2001, the Company’s Board of Directors declared a quarterly cash dividend of $0.025
per share. The total dividend of approximately $1.6 million was paid on October 30, 2001 to all shareholders of
record as of October 15, 2001. On February 14, 2002, the Company’s Board of Directors declared a quarterly
cash dividend of $0.025 per share payable on or before March 29, 2002, to all stockholders of record as of
March 15, 2002.

2. Significant Events

The Company, through a review of its reinsurance contracts, has evaluated and estimated its exposure
arising from the terrorist attack of September 11, 2001 (“event of September 11th”’). The estimate included
in the Company’s consolidated statements of operations for the year ended December 31, 2001 reflects a gross
underwriting loss of $187.5 million and a net pre-tax underwriting loss of $95.0 million which is comprised of a
reduction to net premiums written and earned of $10.3 million, an increase to losses and loss adjustment
expenses of $75.5 million and an increase to acquisition costs of $9.2 million. The after tax loss, assuming a
35% tax rate, is $61.8 million. The Company’s estimate is based on the most recent information available;
however, as additional information becomes available such estimate could be revised, potentially resulting in
further adverse effects to the Company. Considerable time may elapse before the adequacy of the Company’s
estimates can be determined. With respect to the ceded underwriting loss of $92.5 million, the reinsurance
recoverable is with highly rated reinsurers and the Company does not foresee any potential credit risks.

The Company estimated a $15.0 million gross and net loss and loss adjustment expense incurred in
relation to its exposure to the bankruptcy filing of Enron Corporation. The after-tax loss, assuming a 35% tax

rate, is $9.8 million.
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3. Summary of Significant Accounting Policies
Significant accounting policies followed by the Company are summarized below:

(a) All of the Company’s fixed income securities, which include bonds and notes; and equity
securities, which include common stocks, are categorized as “available for sale”, and are recorded at their
fair value based on quoted market prices. Unrealized appreciation or depreciation of the Company’s fixed
income and equity securities, net of applicable deferred income taxes, is included in accumulated other
comprehensive income. Unrealized losses which are deemed other than temporary are charged to
operations. Short-term investments are carried at cost, which approximates fair value.

Realized investment gains or losses are determined on the basis of average cost. Investment income
is recorded as earned.

Other invested assets include limited partnerships which are accounted for under the equity method
for investments in which the Company owns greater than 3%; otherwise the cost method is used. Other
invested assets also include benefit plan trust accounts which are carried at fair value.

Common stocks of affiliates are accounted for under the equity method.

The Company considers all highly liquid debt instruments purchased with an original maturity of
three months or less to be cash equivalents.

(b) Premiums are earned (net of reinsurance ceded) over the terms of the related insurance
policies and reinsurance contracts or certificates. Unearned premium reserves are established for the
unexpired portion of insurance policies and reinsurance contracts or certificates. Such unearned premium
reserves are computed by pro rata methods based on statistical data or reports received from ceding
companies. Premium estimates are based on statistical and other data with subsequent adjustments
recorded in the period they become known. Premium adjustments on deposit contracts and audit
premiums are accrued on an estimated basis throughout the contract or policy term. Prepaid reinsurance
premiums are reported as assets.

(c) Acquisition costs (net of acquisition costs ceded), consisting principally of commissions and
brokerage expenses incurred on business written under insurance policies and reinsurance contracts or
certificates, are deferred and amortized over the period in which the related premiums are earned.
Commission adjustments are accrued based on premiums and losses recorded by the Company. Deferred
acquisition costs are limited to their estimated realizable value which considers anticipated losses and loss
adjustment expenses and estimated remaining costs of servicing the contracts or certificates, all based on
historical experience. Realizability is determined without consideration of investment income.

(d) The net assets acquired in excess of purchase price (ORC) and the purchase price in excess of
net assets acquired (Odyssey America) are each amortized on a straight line basis over 10 years.

(e) The reserve for unpaid losses and loss adjustment expenses is based on reports and individual
case estimates received from ceding companies. Generally accepted actuarial methodologies are utilized
to determine a reserve for losses incurred but not reported on the basis of historical experience and other
estimates. The reserves are reviewed continually during the year and changes in estimates are reflected in
operating results currently. Accordingly, losses and loss adjustment expenses are charged to income as
incurred. Reinsurance recoverables on unpaid losses and loss adjustment expenses are reported as assets.
The Company uses tabular reserving for workers’ compensation liabilities that are considered fixed and
determinable and discounts such reserves using an interest rate of 3.5% and standard mortality
assumptions.

The reserves for losses and loss adjustment expenses are estimates of amounts needed to pay reported and
unreported claims and related loss adjustment expenses. The estimates are based on assumptions related
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to the ultimate cost to settle such claims. The Company’s reserves for losses and loss adjustment expenses
are determined in accordance with sound actuarial practices and management believes that such reserves
are adequate. The inherent uncertainties of estimating reserves are greater for reinsurers than for primary
insurers, due to the diversity of development patterns among different types of reinsurance contracts and
the necessary reliance on ceding companies for information regarding reported claims. As a result, there
can be no assurance that the ultimate liability will not exceed amounts reserved with a resulting adverse
effect on the Company.

(f) Effective June 19, 2001, the date of the offering, the Company, and its United States
subsidiaries, will file a consolidated tax return. Prior to the offering, the Company, and its United States
subsidiaries, were included in the federal income tax return as part of a consolidated tax group with
Fairfax Inc., an affiliate, and its other eligible subsidiaries. The federal income tax provision was allocated
to each of the companies in the consolidated group, pursuant to a written agreement, on the basis of each
company’s separate return taxable income.

Deferred federal income taxes are provided for temporary differences between the financial statement and
tax bases assets and liabilities. Such differences relate principally to deferred acquisition costs, unearned
premiums and unpaid losses and loss adjustment expenses.

(g) Effective January 1, 2001, the Company adopted Statement of Financial Accounting Standard
(“SFAS”) 133 “Accounting for Derivative Instruments and Hedging Activities.” SFAS 133 requires
that all derivative instruments be recognized as either assets or liabilities on the balance sheet and
measured at their fair value. Gains or losses from changes in the derivative values are accounted for based
on how the derivative is used and whether it qualifies for hedge accounting. The implementation of this
standard has not had a material effect on the financial position or results of operation or cash flow of the
Company.

(h) The Company has identified its operating segments to reflect the way that management
monitors and evaluates the Company’s financial performance. The Company operates in three segments:
Americas, EuroAsia and Newline. The presentation of segments for 2001, 2000 and 1999 is reflected in
note 19.

(i) The Company translates the financial statements of Newline to United States dollars by
translating balance sheet accounts at the balance sheet date exchange rate and income statement
accounts at the average exchange rate for the year. Translation gains or losses are recorded, net of
deferred income taxes, as a component of comprehensive income.

(j) Basic earnings per share are calculated by dividing net income by the weighted average number
of common shares outstanding, excluding those non-vested shares granted under the OdysseyRe
Restricted Share Plan. Diluted earnings per share are calculated by dividing net income by the weighted
average number of common shares outstanding, inclusive of those vested and non-vested shares granted
under the OdysseyRe Restricted Share Plan and stock options that would be assumed to be exercised on
the balance sheet date. Such restricted shares and stock options are not included in the calculation of
diluted earnings per share, if the effect would be anti-dilutive.

(k) Payments of claims made by the Company as a reinsurer to the broker due to a reinsured
company are recorded on the Company’s books as a paid loss at the time the cash is disbursed. The
payment is treated as a paid claim to the reinsured. Premiums due the Company from the reinsured are
recorded as receivables from the reinsured until the cash is received by the Company either directly from
the reinsured or from the broker.

(I) Funds held under reinsurance treaties is an account used to record a liability arising from the
Company’s receipt of a deposit from a reinsurer or withholding of a portion of the premiums due as a
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guarantee that a reinsurer will meet its loss and other obligations. Interest generally accrues on withheld
funds in accordance with contract terms.

4. New Accounting Pronouncements

In June 2001, the Financial Accounting Standards Board (“FASB”) issued SFAS 142, “Goodwill and
Other Intangible Assets”. SFAS 142 establishes new accounting and reporting standards for acquired goodwill
and other intangible assets. It requires that an entity determine if the goodwill or other intangible asset has an
indefinite or a finite useful life. Those with indefinite useful lives will not be subject to amortization and must
be tested annually for impairment. In addition, in June 2001, the FASB issued SFAS 141, “Business
Combinations” which requires full amortization of negative goodwill at the time the pronouncement is
implemented. These statements are effective for all fiscal quarters of all fiscal years beginning after
December 15, 2001. Management has determined that the goodwill of $18.3 million reflected in other assets as
of December 31, 2001 has an indefinite life and is not impaired; accordingly, the Company will not amortize
its goodwill during 2002. The Company has negative goodwill of $36.9 million reflected in other liabilities as of
December 31, 2001, which will fully amortize at the beginning of 2002, resulting in a corresponding increase of
$36.9 million to the Company’s stockholders’ equity.

5. Acquisition of Odyssey America and ORC

On May 31, 1996, Fairfax acquired all of the common stock of ORC and its wholly-owned subsidiary for
$227.9 million. The acquisition was accounted for as a purchase, and on May 31, 1996, ORC had
$2,168.9 million of assets and $1,857.4 million of liabilities resulting in net assets acquired in excess of
purchase price (negative goodwill) of $83.6 million at the date of acquisition. Included in other liabilities in
the consolidated balance sheets is the unamortized balance of net assets acquired in excess of purchase price
of $36.9 million and $45.2 million at December 31, 2001 and 2000, respectively, related to this acquisition.
Amortization of net assets acquired in excess of purchase price of $8.3 million is included in other income, net
for the years ended December 31, 2001, 2000 and 1999.

On April 13, 1999, Fairfax acquired all of the common stock of Odyssey America (formerly TIG
Reinsurance Company) and its wholly-owned subsidiaries, UK Holdings and Newline for $646.9 million. This
acquisition was accounted for as a purchase. The purchase price has been allocated to assets acquired
($2,640.9 million) and liabilities assumed ($2,019.2 million) based on estimated fair market value at the date
of acquisition with the balance of $25.2 million recorded as goodwill which is being amortized over 10 years on
a straight-line basis. Purchase price in excess of net assets acquired of $18.3 million and $20.9 million at
December 31, 2001 and 2000, respectively, is reflected in other assets in the consolidated balance sheets.
Amortization of purchase price in excess of net assets acquired of $2.6 million for each of the years ended
December 31, 2001 and 2000, is included in other income, net in the consolidated statements of operations.
The operating results of Odyssey America, UK Holdings and Newline have been included in the consolidated
statements of operations from the date of acquisition.
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6. Investments

The composition of the fixed income securities, unaffiliated common stocks and short-term investments,

which are carried at fair value, as of December 31, 2001 follows (in thousands):

Cost or Gross Gross
Amortized Unrealized Unrealized
Cost Appreciation Depreciation Fair Value
Fixed income securities:
Bonds
United States government and government
agencies and authorities .................... $1,000,100 $30,445 $11,481 $1,019,064
States, municipalities and political subdivisions. . . 3,293 44 140 3,197
Foreign governments . ........................ 110,890 1,897 699 112,088
Public utilities ............. ... .. ... .. ...... 388,154 1,227 13,794 375,587
All other corporate ..................couvun.. 528,124 14,994 24,296 518,822
Total fixed income securities . ............... 2,030,561 48,607 50,410 2,028,758
Equity securities:
Common stocks
Banks, trusts and insurance companies.......... 60,099 10,079 14,631 55,547
Industrial, miscellaneous and all other .......... 17,317 172 1,458 16,031
Total common stocks, unaffiliated............ 77,416 10,251 16,089 71,578
Short-term investments:
United States government .................... 14,779 — — 14,779
Allother...... ... ... .. .. i 4,869 — — 4,869
Total short-term investments ................ 19,648 — — 19,648
Total ... .. $2,127,625 $58,858 $66,499 $2,119,984
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The composition of the fixed income securities, unaffiliated common stocks and short-term investments,
which are carried at fair value, as of December 31, 2000 follows (in thousands):

Cost or Gross Gross
Amortized Unrealized Unrealized Fair
Cost Appreciation Depreciation Value
Fixed income securities:
Bonds
United States government and government
agencies and authorities .................... $1,078,581 $11,076 $10,156 $1,079,501
States, municipalities and political subdivisions. . . 12,484 178 200 12,462
Foreign governments . ........................ 40,774 1,078 229 41,623
Public utilities . ............ .. ... ... ... ...... 419,724 97 14911 404,910
All other corporate .......................... 603,798 3,994 27,062 580,730
Total fixed income securities . ............... 2,155,361 16,423 52,558 2,119,226
Equity securities:
Common stocks
Banks, trusts and insurance companies.......... 35,415 6,483 1,665 40,233
Industrial, miscellaneous and all other .......... 14,143 2,935 2,784 14,294
Total common stocks, unaffiliated . ........... 49,558 9,418 4,449 54,527
Short-term investments:
United States government .................... 161,299 — — 161,299
Allother.. ... ... ... . . . . . . . 35,263 — — 35,263
Total short-term investments . ............... 196,562 — — 196,562
Total . ... .o $2,401,481 $25,841 $57,007 $2,370,315

The fair value of fixed income and equity securities are based on the quoted market prices of the
investments as of the close of business on December 31 of the respective years.

The amortized cost and fair value (both in thousands) of fixed income securities as of December 31,
2001, by contractual maturity, are shown below. Actual maturities may differ from maturities shown below
which consider the existence of call features or put features. In the case of securities that are subject to early
call by the issuer, the actual maturity used below will be shorter than the contractual maturity if the issuer
exercises its call feature. Total securities subject to call represent 3% of total fair value. In the case of
securities containing put features, the actual maturity will be longer than the put date maturity used below if
the investor elects not to exercise its put feature but to hold the security to its final maturity date. Total
securities containing the put feature represent 50% of total fair value.

Amortized Fair

Cost Value
Due in 0ne year or 1€8S . .. ..ottt $ 48,076 $ 48,107
Due after one year through five years . ........... ... .. ... ... .. ... ... 612,992 624,396
Due after five years through ten years. ........... ... ... ..., 1,180,402 1,190,505
Due after ten years .. .......... ittt 189,091 165,750
Total fixed INCOME . ... ... $2,030,561  $2,028,758
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The components of net investment income for the years ended December 31, 2001, 2000 and 1999

follows (in thousands):

2001 2000 1999
Interest on fixed income securities . ............ ..., $123,053  $131,687 $124,012
Dividends on equity securities ... ...t 9,028 4,839 10,167
Interest on short-term investments .................cuiuiinin... 12,537 11,530 7,096
Other oo 1,037 7,416 1,143
Gross Investment INCOME . . . ... vt ittt e 145,655 155,472 142,418
Investment eXpenses . .. ..o vttt 7,529 7,163 4,334
Interest on funds held under reinsurance contracts. ................. 23,526 21,716 16,915
Net investment iNCOME .. ...ttt e $114,600 $126,593  $121,169

The proceeds from the sales of investments were $0.4 billion, $0.8 billion and $1.4 billion for the years

ended December 31, 2001, 2000 and 1999.

The components of gross and net realized investment gains (losses) for the years ended December 31,

2001, 2000 and 1999 follows (in thousands):

2001 2000 1999
Fixed income securities:
GalDS oot $10,595 $ 4,799 $14,036
0SS . o vttt 1,208 16,525 16,402
Nt ot 9,387 (11,726)  (2,366)
Equity securities:
GaINS ottt 7,317 38,069 11,387
0SS . vt 3,385 724 3,083
Nt et 3,932 37,345 8,304
Other securities:
GaINS ottt 20 282 881
LOSSeS . oo 26 2,290 2,036
Nt ot (6) (2,008)  (1,155)
Total realized gains (losses):
GaINS ot 17,932 43,150 26,304
0SS . v vt 4,619 19,539 21,521
Nt ot $13,313  $ 23,611 § 4,783

Included in gross losses for the years ended December 31, 2000 and 1999, is $11.4 million and
$2.1 million, respectively, related to realized losses on the other than temporary write-down of certain fixed

income and equity securities.
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Changes in unrealized net appreciation (depreciation) on investments, and the related tax effect, for the
years ended December 31, 2001, 2000 and 1999 follows (in thousands):

2001 2000 1999

Fixed income Securities ... ........ ..ot $34,332  $191,950  $(242,976)

EqUity SECUTIHIES . . .\ttt et e e e e e e e (7,644) 16,113 (14,677)

Other invested aSsSets . ...ttt (777) 241 (267)

Subtotal .. ... 25911 208,304 (257,920)

(Provision) benefit for deferred income taxes ...................... (9,068)  (72,906) 90,272
Net change in unrealized net appreciation (depreciation) of

investments reflected in stockholders’ equity ................. $16,843  $135,398  $(167,648)

Fixed income securities carried at $231.0 million as of December 31, 2001 were on deposit with various
state regulatory authorities to comply with insurance laws.

The Company purchased Japanese yen forward sale contracts for an amount of 1.7 billion Japanese yen at
an average forward rate of 114.1 yen to provide a hedge against investments the Company owns in Japanese
yen. The total U.S. dollar notional value is $15.3 million and the total discount is $2.4 million. The fair value
of the contracts of $1.5 million at December 31, 2001 is based on the difference between the actual exchange
rate on the date of valuation and the discounted notional value of the contract. The Company believes that any
fluctuations in its Japanese investments will not have a material effect on the financial statements.

Common stocks, affiliated as of December 31, 2001, include the Company’s investments in TRG Holding
Corporation (27.5% owned by Fairfax and its affiliates, including 13.0% owned by the Company), The HUB
Group Limited (36.8% owned by Fairfax and its affiliates, including 22.6% owned by the Company) and
Zenith National Insurance Corporation (42.0% owned by Fairfax and its affiliates, including 6.5% owned by
the Company).

7. Retrocessions

The Company utilizes retrocessional agreements principally to increase aggregate premium capacity, to
reduce and spread the risk of loss on insurance and reinsurance underwritten and to limit its exposure with
respect to multiple claims arising from a single occurrence. There is a contingent liability with respect to
reinsurance which would become an ultimate liability of the Company in the event that such reinsuring
companies are unable, at some later date, to meet their obligations under the reinsurance agreements in force.
Reinsurance recoverables are recorded as assets, based on the Company’s evaluation of the retrocessionaires’
ability to meet their obligations under the retrocession agreement. Premiums written and earned are stated net
of reinsurance ceded in the consolidated statements of operations. Direct, assumed, ceded and net amounts (in
thousands and inclusive of amounts in note 8) for these items follows:

2001
Direct Assumed Ceded Net
Premiums written . .......... ... .. .. .. .. . . $110,426  $1,043,180  $168,956  $984,650
Premiums earned ............ ... . ... ... ... ... 99,377 971,791 170,631 900,537
2000
Direct Assumed Ceded Net
Premiums written .. ........... ..t $ 78,223 $ 783,943 $160,832  $701,334
Premiums earned ............. ... .. .. .. .. ... 64,744 771,409 154,322 681,831
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1999
Direct Assumed Ceded Net
Premiums written . .......... ... ... ... .. .. ... $ 28,398 $ 626,120 $151,896  $502,622
Premiums earned ............ ... . ... ... 33,725 639,693 165,010 508,408

The Company has established a reserve for potentially uncollectible reinsurance recoverables. The reserve
is based upon an evaluation of each retrocessionaire and estimates related to collectibility of individual
balances. The reserve as of December 31, 2001 and 2000 was $29.9 million, and has been netted against
reinsurance recoverable on loss payments.

The Company markets its reinsurance products worldwide primarily through reinsurance brokers as well
as directly to its customers. The Company’s five largest reinsurance brokerage firms accounted for an
aggregate of approximately 55%, 64% and 66% of gross premiums written for the years ended December 31,
2001, 2000, and 1999, respectively, in the Americas division. Loss of all or a substantial portion of the business
provided by these brokers could have a material adverse effect on us.

ORC is the beneficiary of a stop loss reinsurance agreement with ORC Re Ltd., a wholly owned
subsidiary of Fairfax (the “1995 Stop Loss Agreement”). Pursuant to the agreement, ORC ceded premium of
$60.5 million for an aggregate limit of $175.0 million in excess of its December 31, 1995 reserves for unpaid
losses and allocated loss adjustment expenses and potentially uncollectible reinsurance recoverables. Ceded
losses and loss adjustment expenses incurred for the years ended December 31, 2001, 2000, and 1999 of
$19.0 million, $16.0 million and $17.6 million, respectively, related to the stop loss agreement are included in
the accompanying statements of operations and note 8. Reinsurance recoverable on unpaid losses related to
this agreement of $105.0 million and $86.0 million as of December 31, 2001 and 2000, respectively, are
reflected in the accompanying balance sheets and is secured by letters of credit or cash.

Odyssey America has purchased whole account stop loss retrocessional protection related to its 1994 and
1996 through 2001 results. The contracts provide loss recovery in excess of a contractual ratio of incurred
losses and acquisition costs as a percentage of earned premiums.

8. Related Party Transactions

The Company and its subsidiaries have entered into various reinsurance arrangements with their
affiliates. The approximate amounts included in (deducted from) income, expense, assets and liabilities in the
accompanying consolidated financial statements, with respect to reinsurance assumed and ceded follows (in
thousands):

2001 2000 1999

Assumed:

Premiums written . ... ... ... $ 38,018 $ 19,223 $ 17,457
Premiums earned ............ ... . .. ... 32,740 23,682 25,411
Losses and loss adjustment eXpenses . ..............oouvinienennnn.. 30,430 (8,202) 29,772
ACqUISITION COSES & o vttt ettt e e e e e e 7,042 7,082 6,031
Reinsurance payable on loss payments............................ 6,108 9,821 8,330
Reinsurance balances receivable .. ........ ... ... ... ... . ... ... . ... 6,728 1,043 4,350
Unpaid losses and loss adjustment expenses ....................... 178,311 201,164 260,938
Unearned premilums .. ...vv et ettt et e ie e 12,670 7,392 4,965
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2001 2000 1999

Ceded:

Premiums WITttEN . . ... oot e 11,517 5,786 6,535
Premiums earned ... ...... ... . 10,570 10,584 11,278
Losses and loss adjustment eXpenses . ..............oouvunenennnn.. 42,201 24,323 24,677
ACQUISITION COSES .« o\ vt vttt ettt e 1,937 1,447 1,905
Ceded reinsurance balances payable .. ............................ 4,688 1,051 4,877
Reinsurance recoverable on loss payments......................... 2,088 2,672 7,881
Reinsurance recoverable on unpaid losses ......................... 137,402 100,283 80,822
Prepaid reinsurance premiums. ... ......oeuietine i 1,071 124 4,439

Investment management agreements have been entered into between the Company and its subsidiaries
and Hamblin Watsa Investment Counsel, Ltd. (“Hamblin Watsa™), a wholly owned subsidiary of Fairfax.
Pursuant to the agreements, basic and incentive fees, based upon total invested assets, are paid to Hamblin
Watsa. For the years ended December 31, 2001, 2000 and 1999, $3.6 million, $2.3 million and $2.3 million,
respectively, of such fees are included in investment expenses.

The Company paid administrative fees to Fairfax Inc. for services provided to the Company. For the
years ended December 31, 2001, 2000 and 1999, $2.3 million, $2.8 million and $1.7 million, respectively of
administration fees were incurred.

Current federal and foreign income taxes are recoverable from Fairfax Inc. of $7.0 million as of
December 31, 2001 and $8.0 million as of December 31, 2000.

In addition to the amounts in the consolidated balance sheets are amounts receivable related to expense
sharing arrangements with affiliates of $4.7 million and $0.9 million as of December 31, 2001 and 2000,
respectively, and payable to affiliates of $4.3 million and $4.5 million as of December 31, 2001 and 2000,
respectively.

In addition to the amounts in the table above, the Company has a receivable from ORC Re Ltd. of
$64.8 million which represents transactions for certain reinsurance agreements.

Management believes that the revenues and expense related to the transactions with affiliated entities
would not be materially different if such transactions were with unaffiliated entities.

9. Accumulated Other Comprehensive Income (Loss)

The following table shows the components of the change in accumulated other comprehensive income
(loss) for years ending December 31, 2001 and 2000 (in thousands):

2001 2000
Beginning balance of accumulated other comprehensive loss . .................. $(17,990) $(153,868)
Beginning balance of foreign currency translation adjustments ................. 2,480 2,000
Ending balance of foreign currency translation adjustments.................... (9,358) 2,480
Current period change in foreign currency translation adjustments .............. (11,838) 480
Beginning balance of unrealized net losses on securities .. ..................... (20,470)  (155,868)
Ending balance of unrealized net losses on securities . ........................ (3,627) (20,470)
Current period change in unrealized net gains on securities.................... 16,843 135,398
Current period change in accumulated other comprehensive income ............ 5,005 135,878
Ending balance of accumulated other comprehensive loss ..................... $(12,985) $ (17,990)
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The components of comprehensive income for the periods ending December 31, 2001, 2000, and 1999 are
shown in the following table (in thousands):

2001 2000 1999

Net (10SS) INCOME . ..ottt et et $ (7,961) $ 54,791 § 56,034
Other comprehensive (loss) income, before tax:
Foreign currency translation adjustment. ......................... (18,212) (152) 4,344
Unrealized gains (losses) on securities arising during the period . .. .. 32,636 127,242 (244,728)
Less: reclassification adjustment for realized (losses) gains included

INNELINCOME . .« o\ vttt ettt et e ettt (6,724) 81,062 (13,192)
Other comprehensive income (loss), before tax ................... 7,700 208,152 (253,576)
Tax benefit from foreign currency translation ..................... 6,374 632 207
Tax (expense) benefit from unrealized gains (losses) arising during

the period. .. ..o (11,423)  (44,534) 85,655
Tax benefit (expense) from realized gains (losses) included in net

INCOME .« vt vttt e et e e e e e e e e e 2,354 (28,372) 4,617
Total tax (expense) benefit ............ .. ... ... (2,695)  (72,274) 90,479
Other comprehensive income (loss), net of tax ................... 5,005 135,878 (163,097)
Comprehensive (10SS) INCOME . . ..\ $ (2,956) $190,669  $(107,063)

10. Earnings Per Share

Net income per common share has been computed in the following table based upon weighted average
common shares outstanding:

2001 2000 1999
Net (loss) income (in thousands) ........................ $ (7961) $ 54791 $ 56,034
Weighted average shares outstanding — basic and diluted. . .. 57,018,497 48,000,000 40,162,192
Net (loss) income per common share:
Basic .. ... $ (0.14) $ 1.14 $ 1.40
Diluted ... ... $ (0.14) § 1.14  § 1.40

The weighted average shares outstanding with respect to shares of the Company’s common stock granted
under the OdysseyRe Restricted Share Plan and stock options under the OdysseyRe Stock Option Plan that
would be assumed to be exercised at December 31, 2001, were excluded from the Company’s diluted earnings
per share as they are anti-dilutive.

11. Employee Benefits

The Company maintains a qualified, noncontributory, defined benefit pension plan (the Plan) covering
substantially all employees who have reached age twenty-one and who have completed one year of service.
Contributions to the Plan are based on the maximum amounts that can be deducted for federal income tax
purposes using actuarial cost methods and assumptions different from those used for financial reporting.

The amortization period for unrecognized pension costs and credits, including prior service costs, if any,
and actuarial gains and losses, is based on the remaining service period for those employees expected to

60



ODYSSEY RE HOLDINGS CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

receive pension benefits. Actuarial gains and losses result when actual experience differs from that assumed or
when actuarial assumptions are changed.

The following tables set forth the Plan’s funded status and amounts recognized in the Company’s
consolidated financial statements as of December 31, 2001 and 2000.

The following table summarizes the status of these plans (in thousands):

2001 2000
Change in projected benefit obligation:
Benefit obligation at beginning of year ........... ... . ... .. ... . ... .. $19,968  $22,806
SOIVICE COSE. o vttt et e e 1,117 1,090
Interest COSt . ... . e 1,524 1,690
Actuarial 10Ss (ZaIN) .. ..ottt 2,258 (4,191)
Benefits paid . . ... .. (1,540) (842)
O heT . oo 597 (585)
Benefit obligation at end of year .......... ... .. . $23.924  $19,968
Change in diSCOUNt TAte . ... ..ottt ettt (.75)% 25%
Change in plan assets:
Fair value of plan assets at beginning of year..........................co..... $20,892  $19,656
Actual return on plan assets .. ... ... i 3,372 1,398
Actual contributions during the year ........... . ... ... i — 680
Benefits paid . .. ..o (1,540) (842)
Fair value of plan assets at end of year........... ... ... ... .. $22,724  $20,892
Funded status .............. ... .. $(1,199) $ 925
Unrecognized Prior SEIVICE COST . .. v vttt ittt e et e 116 (535)
Unrecognized Net aiN . ... ...ttt et et (6,974)  (8,046)
Accrued PenSioNn COSt. . ...ttt et e $(8,057) $(7,656)
Net periodic pension cost included the following components (in thousands):
2001 2000 1999
SEIVICE COSE .« v ottt et e e e $ 1,117  $ 1,000 §$ 1,201
Interest CoSt ... o e 1,524 1,690 1,606
Return on assets . ...... ..o (1,596) (1,479) (1,344)
Net amortization and deferral ........... ... ... ... ... ... ... ... ...... (644) (168) —
Net PENSION COSt . . v v vttt et et et ettt et $ 401 $ 1,133 $ 1,463
Weighted average discount rate...............c.oiiiuniiinneinnnenn.. 7.00% 7.75%  7.50%
Rate of increase of future compensation levels ........................ 5.73% 5.80%  5.73%
Expected long term rate of return on Plan assets ...................... 7.00% 7.75%  7.50%

The Company also maintains non-qualified excess benefit plans that provide officers and certain
employees with defined retirement benefits in excess of qualified plan limits imposed by federal tax law. The
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following tables set forth the amounts recognized in the Company’s consolidated financial statements as of
December 31, 2001 and 2000:

The following table summarizes the status of these plans (in thousands):

2001 2000
Change in projected benefit obligation:
Benefit obligation at beginning of year ......... ... ... .. .. . L. $ 8,178 $ 7,995
SEIVICE COS. . o vttt ettt ettt e e e e e e e e e e e e e 331 307
Interest CoSt .. ..o e 664 573
Actuarial 10ss (ZaIN) .. ... oot 1,640 (150)
Benefits paid . . .. ..o (592) (547)
Benefit obligation at end of year ....... ... ... . ... $ 10,221  § 8,178
Change in diSCOUNt TALE . ...\ttt ettt et ettt (.50)% 25%
Change in plan assets:
Fair value of plan assets at beginning of year................. ... ... .. ...... $ 74 $ 66
Actual contributions during the year ....... ... . ... ... i i 596 555
Benefits paid . .. ..o o (592) (547)
Fair value of plan assets at end of year........... ... . ... .. ... $ 78 $ 74
Funded Status . . ... ... i $(10,142) $(8,104)
Unrecognized transition obligation .. ............... i, 2,503 417
Unrecognized net 1SS ... ...ttt 348 931
Accrued Pension COSt. . ...ttt $ (7,291) $(6,756)
Net periodic pension cost included the following components (in thousands):
2001 2000 1999
SEIVICE COST .\ vttt ettt et ettt e e e e e e e e $ 331 $ 307 $ 216
Interest CoSt . . ...t 664 573 539
Recognized net actuarial 1oSS. ... ... 68 72 73
Net amortization and deferral ........ ... ... ... ... ... i 69 55 69
Net Pension COSt . ... vttt et e e $1,132  $1,007 $ 897
Weighted average discount rate. .. ...t 7.00%  7.50%  7.50%

The Company established a trust fund, included in other invested assets, in the amount of $5.4 million
and $5.1 million as of December 31, 2001 and 2000, respectively, related to the non-qualified plans.

The Company also maintains a defined contribution profit sharing plan for all eligible employees. Each
year the Board of Directors may authorize payment of an amount equal to a percentage of each participant’s
basic annual earnings based on the experience of the Company for that year. These amounts are credited to
the employee’s account maintained by an insurance carrier, which has contracted to provide benefits under the
plan. No contributions were made in 2001 and 2000.

The Company also maintains a deferred compensation plan pursuant to Section 401 (k) of the Internal
Revenue Code of 1986, as amended. Employees may contribute up to 10% of annual compensation on a pre-
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tax basis. The Company contributes an amount equal to two-thirds of each employee’s pre-tax contribution up
to the first 6% of pay. The maximum matching contribution is 4% of pay with certain government mandated
restrictions on contributions to highly compensated employees. The Company contributed $0.8 million,
$0.8 million and $0.3 million to this plan in 2001, 2000 and 1999, respectively.

The Company provides certain health care and life insurance (“postretirement”) benefits for retired
employees. Substantially all employees may become eligible for these benefits if they reach retirement age
while working for the Company. The Company’s cost for providing postretirement benefits other than pensions
is accounted for in accordance with SFAS No. 106 “Employers’ Accounting for Postretirement Benefits Other
Than Pensions”. The accumulated unfunded liability, included in other liabilities, is $5.3 million and
$4.5 million as of December 31, 2001 and 2000, respectively. The following tables set forth the amounts
recognized in the Company’s consolidated financial statements as of December 31, 2001 and 2000:

The following table summarizes the status of this plan (in thousands):

2001 2000
Change in projected benefit obligation:

Benefit obligation at beginning of year ........... ... . ... .. .. .. ... .. $ 4,407 $ 6,341
SEIVICE COS. . ottt et ettt e e e e e e e e e e e e e 310 342
Interest COSt . ... ot 290 300
Actuarial Gain . ... ... (279)  (2,410)
Benefits paid . . ... .. (163) (176)
Other . o 8 10

Benefit obligation at end of year .......... ... .. .. $ 4,573 $ 4,407
Change in diSCoOUNt Tate .. ... ...ttt e 25% —
Funded status . . ... $(4,573) $(4,407)
Unrecognized Prior SEIVICE COST .. v vttt et ettt et et i e e 304 429
Unrecognized Net ain. ... ... oottt (2,589)  (2,490)

Accrued PenSION COSt. ...\ttt et et e e e $(6,858) $(6,468)

Net periodic pension cost included the following components (in thousands):

2001 2000 1999

SEIVICE COS. .« vttt ettt et e et et et e e e e $ 310 $ 342 $ 340
Interest CoSt .. ..ot 290 300 400
Net amortization and deferral ......... ... ... ... .. ... ... ... ... .. ... ... (55) (12) 160

Net Pension COSt ... v vttt e e $ 545 $ 630 $ 900
Weighted average discount rate .......... ..ottt 7.75%  7.50%  7.50%
Rate of increase of future compensation levels .......................... 6.00% 6.00% 6.00%

The annual assumed rate of increase in the per capita cost of covered benefits (i.e., health care cost trend
rate) is assumed to be 9.5% in 2001 and decreasing to 5% in 2010 and remaining constant thereafter. The
health care cost trend rate assumption has a significant effect on the amounts reported. For example,
increasing the assumed health care cost trend rates by one percentage point would increase the accumulated
postretirement benefit obligation by $0.6 million and the service and interest cost components of net periodic
postretirement benefit costs by $0.1 million for 2001. Decreasing the assumed health care cost trend rates by
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one percentage point in each year would decrease the accumulated postretirement benefit obligation and the
service and interest cost components of net periodic postretirement benefit cost for 2001 by $0.5 million and
$0.1 million, respectively. The discount rate used in determining the accumulated postretirement benefit
obligation was 7.0% at December 31, 2001 and 2000.

During 2001, the Company adopted the OdysseyRe Restricted Share Plan which provides for the grant of
restricted shares to directors and key employees of the Company. Shares granted under this plan generally vest
in two equal installments beginning on the fifth and tenth anniversary of the date of grant. During 2001,
554,142 shares of restricted stock were granted to key employees. At the time of grant, the market value of the
shares awarded under this plan is recorded as unearned compensation and is presented as a separate
component of stockholders’ equity. The unearned compensation is charged to operations over the vesting
period. The amount of compensation expense incurred for the year ended December 31, 2001 in respect to the
above grants was approximately $2.0 million.

During 2001, the Company adopted the OdysseyRe Stock Option Plan which provides for the grant of
stock options to directors and key employees of the Company. Under the Plan, such options will generally vest
and become exercisable in two equal installments beginning on the fifth and tenth anniversary of the date of
grant. In 2001, 94,274 options were issued with an exercise price of zero. These options expire between 2003
and 2011.

Certain employees of the Company have been granted shares of restricted common stock under the
Fairfax Restricted Share Plan. The Fairfax restricted stock, which was granted from 1996 to 2000, vests over a
three to ten year period. The Company has reflected $1.7 million and $0.5 million of expense for the years
ended December 31, 2001 and 2000, which represents the vested portion of the restricted stock. The Company
no longer participates in this plan.

12. Federal and Foreign Income Taxes

As a result of the initial public offering, the Company and its subsidiaries will file a consolidated tax
return. Prior to the offering, Odyssey America and its U.S. subsidiaries were part of the Fairfax Inc.
U.S. consolidated tax return. For financial statement purposes, taxes are computed for the Company on a
separate company basis. Accordingly, for financial statement purposes, net operating loss carryovers and
alternative minimum tax (“AMT”) credit carryovers are also determined and maintained on a separate
company basis. Deconsolidation from the Fairfax Inc. U.S. consolidated tax group occurred upon completion
of the offering, as the interest of Fairfax Inc. in the Company dropped below 80%. Under Federal tax rules, at
the point of deconsolidation, the Company was allocated a $106 million net operating loss carry over resulting
in a tax benefit of $37 million and a $15 million AMT credit carryover which it will take into the new
consolidated tax group. The net impact on the deferred tax asset is an increase of $22 million, which has been
recorded as additional paid in capital at June 19, 2001, the date of the completion of the offering. As of
December 31, 2001, the Company has a net operating loss carryforward of $186.3 million, with $27.4 million
expiring in 2013, $90.1 million expiring in 2020 and $68.8 million expiring in 2022.

Pre-tax operating income from domestic companies was $25.0 million, $98.8 million and $84.9 million in
2001, 2000 and 1999, respectively. Pre-tax operating loss from foreign operations was $40.6 million,
$18.2 million and $5.3 million in 2001, 2000 and 1999, respectively.

During 2001 and 2000, the Company has reflected a current tax expense related to taxable income for the
period prior to the offering. During 1999, the Company reflected a current tax benefit resulting from the
utilization of net operating tax loss carrybacks, receipt of a tax settlement from prior years and a true up of its
estimate of prior year’s taxes.

64



ODYSSEY RE HOLDINGS CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The components of the federal and foreign income tax provision (benefit) follows (in thousands):

2001 2000 1999
Current:
United States. .. ..ottt $ 5523  $22,587 $(2,833)
Foreign . ..o — — —
Total current INCOME tAXES . ...ttt i e et e e e e 5,523 22,587 (2,883)
Deferred:
United States. .. ..ot (13,181) 3,208 26,409
Foreign . ..o — — —
Total deferred income taxes. .. ...t .. (13,181) 3,208 26,409
Total federal and foreign income tax (benefit) provision........... $ (7,658) $25,795  $23,526

Deferred federal and foreign income taxes reflect the tax impact of temporary differences between the
amount of assets and liabilities for financial reporting purposes and such amounts as measured by tax laws and
regulations. Components of deferred federal and foreign income tax assets and liabilities follows (in

thousands):
2001 2000
Unpaid losses and loss adjustment €Xpenses . .. .......ouuriienenennnnenennnn. $ 92,078 $ 97,672
Unearned Premilliis. . ..o vv vt ettt et e e e et e et e e e 18,214 15,368
Reserve for potentially uncollectible balances. . ............................... 12,465 10,776
Pension accrual . ... ... .. 6,907 7,589
Net operating loss carry forward ......... ... ... i 65,190 —
O T . oo 40,172 55,972
Total deferred tax aSSELS . . ..ottt it 235,026 187,377
Deferred acquisition COSES . . ..ottt ettt 27,846 20,982
O T . o 9,717 3,798
Total deferred tax liabilities .............. .. 37,563 24,780
Net deferred tax assets . ... ..ottt 197,463 162,597
Deferred tax on accumulated other comprehensive loss ........................ 6,992 11,022
Deferred federal and foreign income tax asset ..................coooinn... $204,455  $173,619

Management believes that it is more likely than not that the Company will realize the benefits of its net
deferred tax assets and, accordingly, no valuation allowance has been recorded for the periods presented.
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The following table reconciles federal and foreign income taxes at the statutory federal income tax rate to
the Company’s tax provision (benefit) (in thousands):

2001 2000 1999
% of % of % of
Pre-tax Pre-tax Pre-tax
Amount Income Amount Income Amount Income
Pre-tax operating (loss) income........... $(15,619) $80,586 $79,560

Income taxes computed on pre-tax operating
INCOME .« v ettt e e e $ (5,467) 35.0% $28,206 35.0% $27,846 35.0%

Increase (decrease) in income taxes
resulting from:

Dividend received deduction and tax-exempt

INCOME . ..ottt (342) 2.2 (792)  (1.0) (3,348) (4.2)
Amortization of purchase price ........... (2,041) 131 (2,041) (2.5) (2,298) (2.9)
Other,net ..........ccvvviiiiiinn.... 192 (1.2) 422 0.5 1,326 1.7

Total federal and foreign income tax
(benefit) provision .................... $ (7,658) 49.1% $25,795 32.0% $23,526 29.6%

Under the previous tax sharing agreement the Company recovered federal and foreign income taxes of
$4.6 million and $9.4 million in 2001 and 2000, respectively, and paid federal and foreign income tax of
$27.9 million in 1999.

During 2000, the Company sold fixed income securities with a discounted tax basis. Such sale resulted in
a potential tax liability of $45.9 million payable to Fairfax. This tax liability was forgiven by Fairfax and has
been reflected as a capital contribution in 2000.

13. Commitments and Contingencies

The Company and its subsidiaries lease office space, furniture and equipment under long-term leases
expiring through the year 2010. Minimum annual rentals follow (in thousands):

200 $ 4,598
20003 L 5,091
2004 5,086
20005 4,706
20006 . e e 4,068
2007 and thereafter. .. ... .. 6,178

Total . .o $29,727

The amounts above are reduced by an aggregate minimum rental recovery of $3.8 million resulting from
the sublease of space to other companies.

Rental expense, before sublease income, under these operating leases was $7.8 million, $9.2 million and
$11.7 million in 2001, 2000 and 1999, respectively. The Company recovered $2.8 million, $4.0 million and
$3.4 million in 2001, 2000 and 1999, respectively, from subleases.

ORC has agreed to allow Ranger Insurance Company (“Ranger”), a subsidiary of Fairfax, to attach an
assumption of liability endorsement to its policies where required. The agreement applies to endorsements
issued from July 1, 1999 to the termination of the agreement. The agreement will terminate upon Ranger
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receiving an A.M. Best rating of A- or better, Ranger ceasing to be under the control of Fairfax, or either party
giving the other party 30 days notice. Following termination of the agreement, ORC will remain liable for any
losses occurring prior to the effective date of the termination, pursuant to the terms of the endorsements.
Fairfax has agreed to indemnify ORC for any obligation under this agreement.

Odyssey America has agreed, as of July 14, 2000, to guarantee the performance of all of the insurance
and reinsurance contract obligations, whether incurred before or after the agreement, of Compagnie
Transcontinentale de Réassurance (“CTR”), an affiliate, in the event CTR becomes insolvent and CTR is not
otherwise indemnified under its guarantee agreement with a Fairfax affiliate. This guarantee was entered into
as part of the redeployment of CTR’s business to Odyssey America. Fairfax has agreed to indemnify Odyssey
America for all obligations under this guarantee. Odyssey America anticipates that CTR will meet all of its
obligations in the normal course of business and does not anticipate making any payments under this
guarantee. Odyssey America terminated the guarantee effective December 31, 2001, but remains ultimately
liable for contracts entered into by CTR prior to the termination date.

Through UK Holdings, Odyssey America became a limited liability participant in the Lloyd’s market in
1997. In order to continue underwriting at Lloyd’s, the Company has established a clean irrevocable letter of
credit in favor of the Society and Council of Lloyd’s. At December 31, 2001, the letter of credit was valued at
£57.5 million ($83.7 million) and was collateralized by $94.6 million of the Company’s investment securities
at statement value. The letter of credit effectively secures the future contingent obligations of UK Holdings
should Lloyd’s underwriting syndicate in which the Company participates incur net losses. The Company’s
contingent liability to the Society and Council of Lloyd’s is limited to the amount of the letter of credit.

The Company has been named as defendant in various litigations in the ordinary course of business. In
management’s opinion, the outcome of these suits, individually or collectively, is not likely to result in
judgments which would be material to the financial condition or results of operations or cash flow of the
Company.

14. Dividend Restrictions, Statutory Information and Capitalization

Odyssey America is subject to state regulatory restrictions which limit the maximum amount of dividends
payable. Odyssey America must obtain approval of the Insurance Commissioner of the State of Connecticut
in order to pay in any 12-month period, “extraordinary” dividends which are defined as the greater of 10% of
statutory capital and surplus as of the prior year end or net income for such prior year. Connecticut law further
provides that (i) Odyssey America must report to the Connecticut Commissioner, for informational purposes,
all dividends and other distributions within five business days after the declaration thereof and at least ten days
prior to payment and (ii) Odyssey America may not pay any dividend or distribution in excess of its earned
surplus, as reflected in its most recent statutory annual statement on file with the Connecticut Commissioner,
without such Commissioner’s approval.

Odyssey America did not pay any dividends during 2001 and during 2000 paid dividends of $85.0 million.
The maximum amount of dividends which Odyssey America may pay to the Company in 2002 without prior
approval is $82.0 million.

The following is the consolidated statutory basis net (loss) income and policyholders’ surplus of Odyssey
America and its subsidiaries, for the years ended and as of December 31, 2001, 2000 and 1999 (in thousands):

2001 2000 1999
Net (10SS) INCOME ...t v ettt ettt $(22,400) $ 95,026 $ 45,601
Policyholders’ surplus .. ...t $819,537  $853,008  $855,835

In 1998, the National Association of Insurance Commissioners (“NAIC”) adopted the Codification of
Statutory Accounting Principles (“the Codification”) guidance, which will replace the current Accounting
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Practices and Procedures manual as the NAIC’s primary guidance on statutory accounting. The Codification
provides guidance for areas where statutory accounting has been silent and changes current statutory
accounting in some areas. The Connecticut (Odyssey America) and Delaware (ORC and Hudson) Insurance
Departments have adopted the Codification guidance, effective January 1, 2001.

The statutory provision for potentially uncollectible reinsurance recoverables due from unauthorized
companies is reduced to the extent collateral is held by ORC or Hudson. Pursuant to indemnification
agreements between the Company and ORC and Hudson, the Company provides letters of credit (LOC)
and/or cash in respect of uncollateralized balances due from unauthorized reinsurers. The use of such
collateral provided by the Company is a permitted accounting practice approved by the Insurance Department
of the State of Delaware.

As of December 31, 2001 and 2000, $7.3 million of funds held under reinsurance contracts related to cash
collateral has been provided in regard to the above mentioned indemnification agreements. The Company has
also provided a $20.5 million LOC to ORC and a $0.5 million LOC to Hudson as of December 31, 2001, of
which approximately $20.6 million has been used as collateral in regard to the indemnification agreements.
The indemnification agreements do not affect the reinsurance recoverable balances as reported in the
accompanying consolidated financial statements.

15. Financial Guarantee Reinsurance

The Company’s assumed financial guarantee reinsurance exposure to loss, in the event of nonperformance
by the underlying insured and assuming underlying collateral proved to be of no value, was $138.0 million and
$173.0 million as of December 31, 2001 and 2000, respectively. It is the responsibility of the ceding insurer to
collect and maintain collateral under financial guarantee reinsurance.

As of December 31, 2001 such reinsurance in-force had a remaining maturity term of 1 to 33 years. The
approximate distribution of the estimated debt service (principal and interest) of bonds, by type and unearned
premiums, for 2001 and 2000 follows (in millions):

2001 2000

Municipal obligations:
General obligation bonds. . .......... .. $54 §$65
Special revenue bonds .. ... 71 85
Industrial development bonds .. ... 7 18
Corporate ObIZatioNS . .. ..ttt 6 5
TOtAl .« ottt $138  $173
Unearned PremilImS. . . ..ottt ettt ettt et e e e et e e et e e e e $0.8 $1.1
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The Company has not been provided with a geographic distribution of the debt service from all of its
cedants. The following table summarizes the information which has been received by the Company from its

cedants (in millions):

State

Kentucky . ..o
ATIZONA ..ot
VSIS IPPI « « v ettt e e

Subtotal . ...
States less than $5 million exposure per state..........................
Geographic information not available.................................

16. Unpaid Losses and Loss Adjustment Expenses

2001
Debt Service

........ $ 20.9

Activity in the liability for unpaid losses and loss adjustment expenses follows (in thousands):

2001 2000 1999

Gross unpaid losses and loss adjustment expenses, beginning of

JOAT & ottt e e e e $2,566,396  $2,569,895  $1,176,292
Less ceded unpaid losses and loss adjustment expenses ......... 899,629 738,368 357,824
Net unpaid losses and loss adjustment expenses, beginning of

JOAT & ottt e e e e 1,666,767 1,831,527 818,468
Acquisition of Odyssey America — net unpaid losses and loss

adjustment EXPENSES . ... vviti i — — 1,169,956
Losses and loss adjustment expenses incurred related to:

CUITENt YOAT . . ottt et e e et et e 702,658 487,526 391,242

Prior years. . ... ..o 23,109 15,938 (7,359)
Total losses and loss adjustment expenses incurred .. ........... 725,767 503,464 383,883
Paid losses and loss adjustment expenses related to:

CUITENt YEAT . . o vttt et e et 121,471 58,706 55,663

Prior years. . ... 596,211 608,376 484,883
Total paid losses and loss adjustment expenses ................ 717,682 667,082 540,546
Effects of exchange rate changes ............................ (423) (1,142) (234)
Net unpaid losses and loss adjustment expenses, end of year. .. .. 1,674,429 1,666,767 1,831,527
Add ceded unpaid losses and loss adjustment expenses ......... 1,045,791 899,629 738,368
Gross unpaid losses and loss expenses, end of year ............. $2,720,220  $2,566,396  $2,569,895
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The prior years’ changes in loss estimates recognized in calendar years 2001, 2000 and 1999 on prior
years’ estimates are $23.1 million, $15.9 million, and ($7.4) million, respectively. Improved loss estimates on
excess casualty is primarily responsible for the decrease reflected in calendar year 1999 on year end 1998 loss
estimates. Higher loss estimates on U.S. casualty program business are principally causing the increase on
prior years loss estimates in calendar year 2001 and 2000.

The Company uses tabular reserving for workers’ compensation indemnity reserves and discounts such
reserves using an interest rate of 3.5%. Losses have been discounted using the Life Table for Total Population:
United States, 1979 — 1981. Reserves reported at present value were approximately $70.6 million and
$73.7 million at December 31, 2001 and 2000, respectively. The amount of case reserve discount was
$43.9 million and $25.0 million at December 31, 2001 and 2000, respectively. The amount of IBNR reserve
discount was $13.2 million and $12.9 million at December 31, 2001 and 2000, respectively.

17. Asbestos and Environmental Loss and Loss Adjustment Expenses

The Company has exposure to asbestos and environmental pollution claims. Exposure arises from
reinsurance contracts under which the Company has assumed liabilities, on an indemnity or assumption basis,
from ceding companies primarily in connection with general liability insurance policies issued by such cedants.
The Company’s estimate of its ultimate liability for such exposures includes case basis reserves and a provision
for liabilities incurred but not reported. Case basis reserves are a combination of reserves reported to the
Company by ceding companies and additional case reserves determined by the Company’s dedicated asbestos
and environmental claims unit based on claims audits of cedants. The provision for liabilities incurred but not
reported is established based on various methods such as loss development, market share and frequency and
severity.

Estimation of ultimate liabilities for these exposures is unusually difficult due to outstanding issues such
as whether coverage exists, definition of an occurrence, determination of ultimate damages and allocation of
such damages to financially responsible parties. The determination of ultimate liabilities for waste site
pollution exposure is especially uncertain due to the potential for an amendment to the Superfund Law
proposed by various business groups, environmental groups and government agencies.

The Company’s reserves for asbestos and environmental related liabilities displayed below is from
business written for accident years 1985 and prior. There is minimal exposure and no specific reported reserves
in the more recent accident years. The Company’s asbestos and environmental reserve development, gross and
net of reinsurance, for the years ended December 31, 2001, 2000 and 1999 is set forth in the table below (in
thousands):

2001 2000 1999

Asbestos

Gross unpaid losses and loss adjustment expenses, beginning of year .. $205,633  $118,242  $120,429
Less ceded unpaid losses and loss adjustment expenses.............. 176,149 88,758 90,945
Net unpaid losses and loss adjustment expenses, beginning of year . . .. 29,484 29,484 29,484
Net losses and loss adjustment expenses incurred. . ................. — — —
Net paid losses and loss adjustment expenses ...................... — — —
Net unpaid losses and loss adjustment expenses, end of year ......... 29,484 29,484 29,484
Add ceded unpaid losses and loss adjustment expenses .............. 164,269 176,149 88,758
Gross unpaid losses and loss expenses, end of year ................. $193,753  $205,633  $118,242
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2001 2000 1999

Environmental
Gross unpaid losses and loss adjustment expenses, beginning of year .. $ 53,439 $ 44,594 § 48,820

Less ceded unpaid losses and loss adjustment expenses.............. 21,302 12,457 16,450
Net unpaid losses and loss adjustment expenses, beginning of year . . .. 32,137 32,137 32,370
Net losses and loss adjustment expenses incurred. . ................. — — —
Net paid losses and loss adjustment expenses ...................... — — 233
Net unpaid losses and loss adjustment expenses, end of year ......... 32,137 32,137 32,137
Add ceded unpaid losses and loss adjustment expenses .............. 23,392 21,302 12,457
Gross unpaid losses and loss expenses, end of year ................. $ 55,529 $ 53,439 § 44,594

The Company’s survival ratio for environmental and asbestos related liabilities as of December 31, 2001
is twelve years, reflecting full utilization of remaining indemnifications. The survival ratio represents the
environmental impairment and asbestos related illness reserves, net of reinsurance, on December 31, 2001 plus
indemnifications divided by the average paid environmental and asbestos claims, net of reinsurance, for the
last three years. The Company’s survival ratio is eight years, prior to reflecting full utilization of the
indemnification. The Company’s survival ratio compares favorably with the U.S. Property and Casualty
Industry average survival rate of eight years as published by A.M. Best in their report on Asbestos and
Environmental claims dated May 7, 2001.

18. Debt Obligations

The components of debt obligations are as follows (in thousands):
December 31,

2001 2000
SENIOT NOES & . o vt e et et e e e e e e e e e e $100,000 $ —
Term note . . ... 50,000 —
Credit agreement . .. ...ttt 50,000 —
Total . $200,000 $ —

In connection with its initial public offering, OdysseyRe issued a term note to a subsidiary of Fairfax
which is due between 2002 and 2004. The note accrues interest using a 3-month LIBOR plus 225 basis points
rate payable quarterly on March 15", June 15", September 15™ and December 15™. Originally, the term note
was issued in an aggregate principal amount of $200.0 million, but has subsequently been partially
extinguished by the proceeds of the senior notes and credit agreement and the outstanding principal amount
under the term note as of December 31, 2001 was $50.0 million.

In December 2001, OdysseyRe issued $100.0 million aggregate principal amount of senior notes due
November 30, 2006. Interest accrues on the senior notes at a rate of 7.49% which is due semi-annually on
May 31* and November 30™. The senior notes are redeemable prior to maturity at the discretion of
OdysseyRe. Simultaneously with the issuance of this debt, OdysseyRe entered into a swap transaction which
effectively converted the fixed 7.49% interest rate into a variable rate of 4.63% as of December 31, 2001.

In December 2001, OdysseyRe entered into a credit agreement with Bank of America and J.P. Morgan
Chase Bank. The amount of the credit was for $50.0 million payable on January 31, 2002 plus accrued interest
at a rate determined by Bank of America. The credit agreement was a thirty day agreement. In accordance
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with the agreement terms, on January 31, 2002 it was converted to a three year obligation with the principal
payment due in 2005.

Pursuant to a postponement agreement, principal payments related to the term note will not commence
prior to payment of all amounts owing under the credit agreement. The Company currently anticipates that
the term note principal payment of $50.0 million will be paid in 2005.

Aggregate maturities of the Company’s debt obligations commencing in 2005 are (in thousands):

Year Amount

2005 $100,000

2000 .. 100,000
Total ..o $200,000

OdysseyRe’s debt obligations are subject to certain covenants, none of which significantly restricts the
Company’s operating activities or dividend-paying ability. At December 31, 2001, the Company is in
compliance with all debt covenants.

19. Segment Reporting

The Company’s business is managed through three distinct divisions, the Americas, EuroAsia and
Newline Syndicate which are established principally based on geographic regions. Each division provides
customized treaty, facultative and program reinsurance through professional reinsurance brokerage firms. The
Americas division is comprised of the Company’s U.S. operations and its Canadian and Latin America branch
offices. The U.S. operations write primarily treaty property, general casualty, specialty casualty, primary
insurance through Hudson, and facultative casualty business. Through its Canadian and Latin American
branches, treaty property business is written. The EuroAsia division, which was formed in late 2000, is
comprised of offices in Paris, Cologne, Stockholm, Singapore and Tokyo. The EuroAsia division writes
primarily treaty and facultative property business. The Company’s wholly owned syndicate, Newline, operates
on the Lloyd’s insurance exchange and is operated as a separate division. Newline writes primarily casualty
business and financial lines. The financial results of these divisions for the years ended December 31, 2001,
2000 and 1999 are as follows (in thousands):
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Year ended December 31, 2001 Americas EuroAsia Newline Total
Gross premiums Written . ............... ..., $841,180 $180,498  $131,928  $1,153,606
Net premiums written .............cooiuiernn..... $718,935  $155,966  $109,749 $ 984,650
Net premiums earned . ............ ..., $682,107  $117,190 $101,240 $ 900,537
Losses and loss adjustment expenses ................. 542,950 101,613 81,204 725,767
Acquisition costs and other underwriting expenses . .. ... 235,324 37,439 40,356 313,119
Total underwriting deductions .. ..................... 778,274 139,052 121,560 1,038,886
Underwriting 10SS ... ....oviiiiiiii i $(96,167) $(21,862) $(20,320) (138,349)
Net investment iNCOME . ...........covirineunenn... 114,600
Net realized investment gains ....................... 13,313
Other income, net......... ..., 755
Interest expense. .. ...t (5,938)
Loss before income taxes .. ....................... $ (15,619)
Underwriting ratios:
Losses and loss adjustment expenses ............... 79.6% 86.7% 80.2% 80.6%
Acquisition costs and other underwriting expenses . . . . 34.5 31.9 39.9 34.8
Combined ratio .............oo ... 114.1% 118.6% 120.1% 115.4%
Year ended December 31, 2000 Americas EuroAsia Newline Total
Gross premiums Written . ...........ooveiinei... $753,937 $ 439  $107,790 $ 862,166
Net premiums written .............cooiuieeenn.... $608.812 $ 439  $ 92,083 $§ 701,334
Net premiums earned . ............ooviiinennn..... $606,740 § 387 § 74,7704 $ 681,831
Losses and loss adjustment expenses ................. 440,626 277 62,561 503,464
Acquisition costs and other underwriting expenses . ... .. 219,138 2,351 30,335 251,824
Total underwriting deductions ....................... 659,764 2,628 92,896 755,288
Underwriting loss ........ ... ..o $(53,024) $ (2,241) $(18,192) (73,457)
Net investment INCOME . ......oovivrinnineanenn... 126,593
Net realized investment gains ....................... 23,611
Otherincome, net .. ... ...t 3,839
Income before income taxes ...................... $ 80,586
Underwriting ratios:
Losses and loss adjustment expenses ............... 72.6% 71.6% 83.7% 73.9%
Acquisition costs and other underwriting expenses . . . . 36.1 607.5 40.6 36.9
Combined ratio ... 108.7% 679.1% 124.3% 110.8%
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Year ended December 31, 1999 Americas EuroAsia Newline Total
Gross premiums Written . ............... ..., $612,263 $ —  $42255 $ 654,518
Net premiums written .............cooiuiernn..... $469,552 $ — $ 33,070 $ 502,622
Net premiums earned . ............ ..., $470,676 $ —  $37,732 $ 508,408
Losses and loss adjustment expenses ................. 359,811 — 24,072 383,883
Acquisition costs and other underwriting expenses . .. ... 163,710 — 18,793 182,503
Total underwriting deductions .. ..................... 523,521 — 42,865 566,386
Underwriting 10ss . ..., $(52,845) $ — $ (5,133) (57,978)
Net investment inCOME . .............oouviirenenan.n. 121,169
Net realized investment gains ....................... 4,783
Other income, net......... ..., 11,586
Income before income taxes .................... $ 79,560
Underwriting ratios:
Losses and loss adjustment expenses ............... 76.4% — 63.8% 75.5%
Acquisition costs and other underwriting expenses . . . . 34.8 — 49.8 35.9
Combined ratio . ...t 111.2% — 113.6% 111.4%

United States ........
Latin America .......
Canada .............
London Branch.......

Subtotal Americas
EuroAsia............
Newline.............

Gross Premiums Written by Major Unit/Division

Year Ended December 31,

....................................... $ 728,129  $616,569
....................................... 72,305 40,636
....................................... 16,340 13,892
....................................... 24,406 82,840

....................................... 841,180 753,937
....................................... 180,498 439
....................................... 131,928 107,790

2001 2000 1999
$505,118
16,433
90,712
612,263
42,255
$654,518

....................................... $1,153,606  $862,166
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Gross Premiums Written by Type of Business/Business Unit
Year Ended December 31,

2001 2000 1999

Property excess of 1oss. . ....... .. $ 85982 §$ 69,482 $ 64,542
Proportional property .. ...t 153,129 102,316 74,557
Casualty excess of 0SS .. ..ot e 174,609 195,615 155,933
Proportional casualty ........ .. .. .. 279,724 247,338 161,161
Miscellaneous Lines . ...ttt 22,681 51,402 45,879
Facultative reinSurance . .......... ...t 68,241 59,317 95,927
Primary insurance (Hudson) .......... ... ... ... ... ... ... ..... 56,814 28,467 14,264

Subtotal AMEricas ... ...ttt 841,180 753,937 612,263
North American casualty .............cotiiiiiinnnnnnn.. 39,437 39,688 9,300
Marine and QeTOSPACE . . ..ottt 18,177 4,551 —
International casualty ..............c. it 19,700 4,832 —
Discontinued lines . ..... ... . .. 682 21,947 16,775
Financial lines . ...... ... .. .. . . . . . . 53,932 36,772 16,180

Subtotal Newline .. ... 131,928 107,790 42,255
BUuroAsia . ... 180,498 439 —

Total ... $1,153,606 $862,166  $654,518

The Company does not maintain separate balance sheet data for each of its operating segments. The
business written and the experience on the Americas division includes the activities of its United States, Latin
American and Canadian branch offices. For calendar year 2000 and prior, the London branch activity is
included in the Americas division. EuroAsia division was formed in mid-2000 and includes business written
from its Paris and Singapore branches and also includes the business written by the London branch for
underwriting year 2001 and subsequent business. Newline division is the business written and experience of
the Newline Syndicate at Lloyd’s. Accordingly, the Company does not review and evaluate the financial
results of its operating segments based upon balance sheet data.
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20. Quarterly Financial Information (Unaudited)

A summary of selected quarterly financial information follows (in thousands, except per share amounts):

Quarters Ended

March 31, June 30, September 30, December 31,
2001 2001 2001 2001 Year

Gross premiums written ................. $251,791 $260,597  $300,790 $340,428  $1,153,606
Net premiums written . .................. 229,753 234,167 226,309 294,421 984,650
Net premiums earned . .................. 187,387 220,552 219,967 272,631 900,537
Net investment income .. ................ 29,325 31,053 29,876 24,346 114,600
Realized gains (losses) .................. 3,480 4,993 (1,605) 6,445 13,313
Other income, net ...................... 1,158 1,158 847 (2,408) 755
Income (loss) before income taxes ........ 28,066 32,825 (65,613) (10,897) (15,619)
Net income (loss) .............cooou.... 18,775 21,865 (41,935) (6,666) (7,961)
Net income (loss) per common share:

Basic ....... .. $ 039 $ 043 $ (065 $ (0.10) $ (0.14)

Diluted .......... ... ... ... ... $ 039 $ 042 $ (065 $ (0.10) $ (0.14)

Quarters Ended
March 31, June 30, September 30, December 31,
2000 2000 2000 2000 Year

Gross premiums written . .................. $191,389 $214,157  $225,387 $231,233  $862,166
Net premiums written .................... 149,892 174,618 183,887 192,937 701,334
Net premiums earned. .................... 150,073 169,029 171,093 191,636 681,831
Net investment income ................... 33,984 28,144 29,507 34,958 126,593
Realized gains (losses) ................... (1,670) (750) 11,440 14,591 23,611
Other income, net........................ 713 1,444 1,217 465 3,839
Income before income taxes ............... 20,070 15,008 22,405 23,103 80,586
Netincome . .....oovvviinenneinenennn.. 13,861 10,393 14,620 15,917 54,791
Net income per common share:

BasiC. ... $ 029 $ 022 $ 030 $ 033 §$ 1.14

Diluted .......... .. ... i $ 029 $ 022 $ 030 $ 033 § 1.14

Due to changes in the number of weighted average common shares outstanding during 2001, quarterly
earnings per share amounts do not add to the total for the year.
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SCHEDULE I
ODYSSEY RE HOLDINGS CORP.
SUMMARY OF INVESTMENTS

OTHER THAN INVESTMENTS IN RELATED PARTIES
December 31, 2001

Amount at
which shown
Amortized in the
Type of Investment Cost Fair Value balance sheet
(In thousands)
Fixed income securities:
Bonds available for sale:
U.S. Government and government agencies............... $1,000,100  $1,019,064  $1,019,064
States, municipalities and political subdivisions ............ 3,293 3,197 3,197
Foreign governments ............. ..., 110,890 112,088 112,088
Public utilities ............ .. 388,154 375,587 375,587
Corporate bonds. . ...t 528,124 518,822 518,822
Total fixed income securities available for sale .......... 2,030,561 2,028,758 2,028,758
Equity securities:
Common stocks:

Bank, trusts and insurance companies.................... 60,099 55,547 55,547
Industrial and miscellaneous and all other ................ 17,317 16,031 16,031
Total equity securities, unaffiliated .................... 77,416 71,578 71,578
Short-term Investments . .. .......... it 19,648 19,648 19,648
Other inVeStments . ...ttt 48,013 45,160 45,160
Total ... $2,175,638  $2,165,144  $2,165,144
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SCHEDULE II
ODYSSEY RE HOLDINGS CORP.

CONDENSED FINANCIAL INFORMATION OF REGISTRANT
(PARENT COMPANY)
CONDENSED BALANCE SHEET

December 31, 2001
(In thousands)

ASSETS
Investments and cash:
Fixed income securities, at fair value (amortized cost $22,466) ................... $ 22,787
Investment in subsidiary, at equity (cost $988,793) ....... . ... .. ... ... 960,836
Short-term investments, at cost which approximates fair value .................... 14,779
Cash and cash equivalents ............. . i 473
Total investments and cash. . ..... ... 998,875
Investment income due and accrued . ......... ... 758
Deferred federal and foreign income taxes . .........vuiirnin e, 25,185
Loans receivable ... ... ... . 1,000
Other @SSEtS . .ottt et 207
Total ASSETS . . ot ottt $1,026,025
LIABILITIES
Debt ObHations . . .. ..ottt $ 200,000
Interest payable ... ... ... . 725
Other Habilities . ... ... e 4,428
Total Habilities . . . .. .ot 205,153
STOCKHOLDERS’ EQUITY
Common STOCK . . . oot 651
Preferred Stock . .. ... oo —
Additional paid-in capital . ... ... 793,334
Treasury StOCK . ..o —
Unearned COmMPENnSation ... .. ...\ttt ettt ettt et (5,704)
Accumulated other comprehensive loss, net of deferred income taxes ................ (12,985)
Retained €arnings .. ...... ...ttt 45,576
Total stockholders’ eqUity .. . ... vttt e e 820,872
Total liabilities and stockholders” equity ........... ..., $1,026,025

The condensed financial statements should be read in conjunction with the consolidated financial
statements and notes thereto and the accompanying notes.
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SCHEDULE II
ODYSSEY RE HOLDINGS CORP.

CONDENSED FINANCIAL INFORMATION OF REGISTRANT
(PARENT COMPANY)

CONDENSED STATEMENT OF OPERATIONS AND RETAINED EARNINGS

For the period
March 21 to
December 31, 2001

(In thousands)

REVENUES

Net investment INCOME . . . ..ottt ettt e e e e et $ 694

Equity in undistributed net loss of subsidiary.............. ... ... .. ..., (42,717)
Total TEVEMUES . .\ o\ttt ettt e e e e e e e (42,023)

EXPENSES

Other EXPenSe, MeT. ..ottt et e et et et e e 4,177

Interest EXPense . . . ... v ittt 5,939
Total EXPENSE . . ottt ettt 10,116
Loss before income taxes .. .......ouiuitn ittt (52,139)

Federal and foreign income tax benefit:

CUITENT © o ettt ettt e e e e e e e e e e e e e e e e e e e e e e —
Deferred . ... (3,297)
Total federal and foreign income tax benefit ............. ... ... ... ... ......... (3,297)
Net loss to common stockholder ......... ... . .. i (48,842)
Retained earnings at beginning of the year........... ... . ... ... ... —
Re-capitalization adjustment . ............. ittt 96,046
Dividends to common stockholder........ ... ... ... . .. ... (1,628)
Retained earnings, at end of year ....... ... .. ... $ 45,576

The condensed financial statements should be read in conjunction with the consolidated financial
statements and notes thereto and the accompanying notes.
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SCHEDULE II
ODYSSEY RE HOLDINGS CORP.

CONDENSED FINANCIAL INFORMATION OF REGISTRANT
(PARENT COMPANY)

CONDENSED STATEMENT OF CASH FLOWS

OPERATING ACTIVITIES

Net loss to common stockholder . ........ .. ..

Adjustments to reconcile net income to net cash used in operating activities:
Equity in undistributed net loss of subsidiary.............. ... ... ... ... ... ...
Federal and foreign inCome taxes ... ..........ouneineinenneenerneennennennnns
Other assets and liabilities, Net ... ... . i
Bond premium amortization, net . ........... ...
Amortization of restricted StOCK. ......... . e

Net cash used in operating activities . . . .. ....oou ittt

INVESTING ACTIVITIES
Purchases of fixed income SeCUrities . ...ttt
Change in short-term inVestments . .. ......... ittt
Net cash used in investing activities . ... ...ttt
FINANCING ACTIVITIES
Net proceeds from public offering .. ........ ..
Additional bOTTOWINGS . . . ..ottt ettt e e e e e e
Repayments of principal . .......... .
Purchase of treasury stock . ......... . i
Dividends ... ...
Loan receivable ... ...

Net cash provided by financing activities .............. .ot ..

Increase in cash and cash equivalents . .......... ... ... i,
Cash and cash equivalents, beginning of year ............. ... ... .. iiiiinenn..

Cash and cash equivalents, end of year............. ... ... e,

For the period
March 21 to

December 31, 2001

(In thousands)
$(48,842)

42,717

(3,297)
4,186
141
2,004

(3,091)

(22,606)
(14,779)

(37,385)

51,285
150,000
(150,000)
(7,708)
(1,628)
(1,000)
40,949

473

$ 473

The Company issued $200.0 million of debt obligations in June 2001 in connection with the offering.

The condensed financial statements should be read in conjunction with the consolidated financial

statements and notes thereto and the accompanying notes.
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ODYSSEY RE HOLDINGS CORP.
NOTES TO CONDENSED FINANCIAL INFORMATION OF REGISTRANT — PARENT ONLY

(1) Odyssey Re Holdings Corp. was incorporated on March 21, 2001; accordingly, financial statement
information for prior years is not presented.

(2) The condensed financial information of the registrant should be read in conjunction with the Consoli-
dated Financial Statements and Notes to Consolidated Financial Statements included elsewhere herein.

(3) Investment in Odyssey America is reflected on the equity method.
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Year Ended December 31, 2001:
Premiums written:
Life insurance
Accident and health insurance

Property and casualty insurance

Title insurance

Total premiums written

Year Ended December 31, 2000:
Premiums written:

Life insurance
Accident and health insurance

Property and casualty insurance

Title insurance

Total premiums written

Year Ended December 31, 1999:
Premiums written:

Life insurance
Accident and health insurance

Property and casualty insurance

Title insurance

Total premiums written

SCHEDULE 1V
ODYSSEY RE HOLDING CORP.

REINSURANCE
Assumed Ceded to Percentage
from other other Net of amount
Direct companies companies amount assumed to net
(in thousands)

....... $ — 3 — 3 — 3 — —%
...... 110,426 1,043,180 168,956 984,650 105.9
....... $110,426  $1,043,180 $168,956  $984,650 105.9%
....... $ — 3 — S — 3 — —%
...... 78,223 783,943 160,832 701,334 111.8
....... $ 78,223 $§ 783943 $160,832  $701,334 111.8%
....... $ — 3 —  $ —  $ — —%
...... 28,398 626,120 151,896 502,622 124.6
....... $ 28,398 $§ 626,120 $151,896  $502,622 124.6%
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosures

None.

PART III

Item 10. Directors and Executive Officers of the Registrant

Reference is made to the sections captioned “Election of Directors”, “Information Concerning Nomi-
nees”, “Information Concerning Executive Officers” and “Compliance with Section 16(a) of the Exchange
Act” in our proxy statement for the 2002 Annual General Meeting of Stockholders, which will be filed with
the Commission within 120 days of the close of our fiscal year ended December 31, 2001 (Proxy Statement),
which sections are incorporated herein by reference. One of our former directors, Mr. Courtney Smith,
resigned from our board of directors effective February 26, 2002.

Item 11. Executive Compensation

Reference is made to the sections captioned “Directors’ Compensation” and ‘“Compensation of
Executive Officers” in our Proxy Statement, which are incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management

Reference is made to the sections captioned “Common Share Ownership by Directors and Executive
Officers and Principal Stockholders” in our Proxy Statement, which are incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions

Fairfax and some of its affiliates have engaged in certain transactions, and are parties to certain
arrangements, with the Company.

Recapitalization and Corporate Structure

In June 2001, in connection with our initial public offering, we made a payment to TIG Insurance
Company and ORH Holdings Inc. consisting of $233.6 million in cash, 48,000,000 shares of our common
stock (100% of our common stock outstanding prior to our initial public offering) and a $200.0 million term
note in consideration for all of the issued and outstanding common stock of Odyssey America. As of
December 31, 2001, TIG and ORH Holdings collectively owned approximately 74% of our outstanding
common stock.

Investment Agreements

Odyssey America, ORC, Newline Underwriting Management Ltd. (a subsidiary of Newline) and
Hudson have entered into investment management agreements with Hamblin Watsa, authorizing Hamblin
Watsa to manage an investment account on a continuous basis in accordance with our investment objectives.
Under each of the agreements, the annual fee payable to Hamblin Watsa is 0.10% of the total assets managed,
calculated at the end of each quarter based upon the average market value of the funds for the three preceding
months. In addition, Hamblin Watsa receives an annual incentive fee relating to the management of our
equity securities account equal (subject to an annual maximum) to 10% of every percentage point of return in
the equities account achieved in the relevant year in excess of the Standard & Poor’s 500 Index return plus 200
basis points, if the equities account has achieved such an excess on a cumulative basis from the inception of
Hamblin Watsa’s management.

Odyssey America, ORC and Hudson have each entered into an investment administration agreement
with Fairfax, pursuant to which Fairfax agrees to provide specified investment administration services in return
for an annual fee of 0.10% of the total assets managed under the investment management agreements
described above, calculated and payable quarterly.
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These agreements may be terminated by either party on 30 days’ notice. For the year ended
December 31, 2001, total fees of $4.7 million were paid by us for services under the investment management
and investment administration agreements.

Debt Obligations

In connection with the acquisition of Odyssey America and its subsidiaries, we issued a $200.0 million
term note to a subsidiary of Fairfax. We have paid interest on the term note at a rate of 225 basis points over
the three month London Interbank Offered Rate (LIBOR). Under the terms of the term note, we have the
right to prepay all or part of the principal amount outstanding under the term note at anytime without bonus or
penalty. We have partially prepaid the principal amount outstanding under the term note and as of
December 31, 2001, the principal amount outstanding was $50.0 million.

We have also issued $100.0 million aggregate principal amount of senior notes pursuant to a private
placement with a fixed interest rate of 7.49%. Interest payments are due semi-annually on May 31st and
November 30th starting in 2002. Immediately following the issuance of these 7.49% senior notes, we entered
into an interest rate swap agreement with Bank of America N.A. This transaction has enabled us to convert
the fixed 7.49% interest rate obligation to a variable interest rate of LIBOR plus 263 basis points. The
proceeds from the sale of the senior notes was used to prepay part of the principal amount outstanding under
the $200.0 million term note.

In addition, we entered into a $50.0 million credit agreement with Bank of America, N.A. and J.P.
Morgan Chase Bank on December 31, 2001. The entire $50.0 million in proceeds was used to prepay part of
the principal amount outstanding under the $200.0 million term note. The agreement has been amended as of
January 31, 2002. The entire principal amount outstanding under the credit agreement is due January 31,
2005.

Pursuant to a postponement agreement, principal payments related to the term note will not commence
prior to payment of all amounts owing under the credit agreement. We currently anticipate that the
outstanding principal amount of $50.0 million related to the term note will be paid in 2005.

Management Indebtedness

We provided an interest-free loan of $1.0 million to our President and Chief Executive Officer, Andrew
A. Barnard, payable on August 31, 2006, to purchase shares of our common stock in our initial public offering.
The loan is secured by the shares of common stock Mr. Barnard purchased in the offering.

Guarantee of CTR

Odyssey America has agreed, as of July 14, 2000, to guarantee the performance of all of the insurance
and reinsurance contract obligations, whether incurred before or after the agreement, of Compagnie
Transcontinentale de Réassurance (“CTR”), an affiliate, in the event CTR becomes insolvent and CTR is not
otherwise indemnified under its guarantee agreement with a Fairfax affiliate. This guarantee was entered into
as part of the redeployment of CTR’s business to Odyssey America. Fairfax has agreed to indemnify Odyssey
America for all obligations under this guarantee. Odyssey America anticipates that CTR will meet all of its
obligations in the normal course of business and does not anticipate making any payments under this
guarantee. Odyssey America terminated the guarantee effective December 31, 2001, but remains ultimately
liable for contracts entered into by CTR prior to the termination date.

Fairfax Insurance Coverage

Fairfax has purchased an insurance policy from Lloyd’s of London and various other insurance companies
covering comprehensive crime insurance, insurance companies professional liability insurance, directors’ and
officers’ liability and company reimbursement insurance, employment practices liability insurance and
fiduciary liability insurance. Fairfax’s coverage under the policy is subject to an overall aggregate limit of
$250,000,000 combined during the policy period which runs from May 31, 2000 to May 31, 2003, subject to
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various single loss limits, deductibles, retentions, and other exclusions, adjustments and limitations. The
comprehensive crime insurance portion of the policy covers specified losses sustained by Fairfax and certain
entities, including us, in which more than 50% of the outstanding voting shares are owned directly or indirectly
by Fairfax, and other entities in which Fairfax maintains an ownership interest. The professional liability
insurance, directors’ and officers’ liability and company reimbursement insurance, employment practices
liability insurance and fiduciary liability insurance portion of the policy cover specified losses sustained by
Fairfax and its subsidiaries, including us, and officers and directors of Fairfax and its subsidiaries, including us,
in respect of claims first made during the policy period. Coverage includes directors and officers and company
liability coverage, employment practices coverage, fiduciary liability coverage, and errors and omissions
coverage.

Administrative Services Agreements

Odyssey America has agreed, effective as of July 1, 2000, to provide through its Singapore branch any
administrative and support services requested by the Singapore branch of CTR, including accounting, tax and
auditing, data processing and technical support, purchasing, billing, personnel and general corporate and
administrative support. CTR has agreed to pay Odyssey America the expenses incurred by it in providing the
services plus a service fee of 10% of the allocable cost of such services. CTR may terminate the agreement
upon 15 days’ notice and Odyssey America may terminate the agreement upon three months’ notice.

CTR, has agreed, effective as of July 1, 2000, to provide any administrative and support services
requested by the Paris branch of Odyssey America, including accounting, tax and auditing, data processing
and technical support, purchasing, billing, personnel, and general corporate and administrative support.
Odyssey America has agreed to pay CTR the expenses incurred by it in providing the services plus a service
fee of 10% of the allocable cost of such services. Odyssey America may terminate the agreement upon 15 days’
notice and CTR may terminate the agreement upon three months’ notice.

The impact of these agreements on our results is not material.

Registration Rights

We have entered into a registration rights agreement with TIG Insurance Company (TIG) and ORH
Holdings Inc. (ORH Holdings). The registration rights agreement includes rights to require us to register the
offer and sale of shares of our common stock held by TIG and ORH Holdings on up to three different
occasions. Each of TIG and ORH Holdings may also require us to file registration statements on Form S-3
once we become eligible to use that form. The registration rights agreement also includes the right to require
us to include our common stock held by TIG and ORH Holdings in up to three future registration statements
that we file with the Securities and Exchange Commission. The agreement also provides TIG and ORH
Holdings with comparable rights to require us to qualify their shares of common stock for distribution, by
prospectus or otherwise, in any province or territory of Canada in which we are a reporting issuer. We also
provide TIG and ORH Holdings with the right to participate in any securities offerings by us in order to
maintain their percentage ownership. These rights are subject to various conditions and limitations.

We bear all expenses incurred in connection with these registrations, other than any underwriting
discounts and commissions. Registration of shares of common stock upon the exercise of these registration
rights would result in such shares becoming freely tradable without restriction under the Securities Act.

Tax Sharing Arrangements

Prior to our initial public offering, Odyssey America and its subsidiaries (Odyssey Group) were included
in the consolidated federal income tax returns of Fairfax Inc., as well as the consolidated or combined state
income or franchise tax returns of Fairfax Inc. Odyssey Group is no longer included in Fairfax Inc.’s
consolidated federal tax returns. Instead, OdysseyRe is obligated to file a federal income tax return on behalf
of itself and Odyssey Group and it is obligated to pay federal income taxes on behalf of itself and Odyssey
Group on a consolidated basis. Odyssey Group will continue to be liable for its share of taxes for periods
Odyssey Group was included in the consolidated federal or state tax returns of Fairfax Inc. In addition,

87



Odyssey Group will continue to be severally liable for the consolidated federal income tax liability of the group
included in any federal consolidated return filed by Fairfax Inc. as the common parent. Prior to the completion
of our initial public offering, OdysseyRe, on behalf of itself and Odyssey Group, entered into a tax allocation
agreement with Fairfax Inc. to provide for the computation and payment of consolidated federal income tax
liability and consolidated or combined state income or franchise tax liabilities for taxable periods in which
Odyssey Group was included in the consolidated or combined federal or state tax return filed by Fairfax Inc.
Under the tax allocation agreement, for periods in which Odyssey Group was included in the consolidated or
combined federal or state tax returns filed by Fairfax Inc., Odyssey Group will be allocated its share of the
group’s tax liability generally determined as if Odyssey America and its subsidiaries each had filed federal and
state tax returns on a separate company basis.

Tax Services Arrangements

Each of Odyssey America, ORC, Hudson and the Company have entered into tax services agreements
with Fairfax Inc. Under the agreements, we obtain tax consulting and compliance services from Fairfax. The
fees under the agreements are payable quarterly and include a fixed base fee of $25,000 per quarter and a
variable fee component that includes third party outside fees incurred on behalf of us. Upon mutual agreement
by both parties, the quarterly base fee may be adjusted for changes in services provided or costs incurred. The
agreements are automatically renewed beginning January 1, 2002, for successive one year terms unless
terminated earlier as provided for under the agreements. The agreements may be terminated without cause by
either party giving the other party 90 days’ written notice. The fees payable under the agreements are
approximately equivalent to Fairfax’s cost in providing these services.

Stop Loss Agreement

Under an agreement effective December 31, 1995, ORC and Hudson retroceded and ORC Re Limited, a
Fairfax subsidiary, agreed to reinsure 100% of ORC’s and Hudson’s net incurred losses plus cumulative net
incurred uncollectible reinsurance recoverables, calculated on a loss incurred basis, for accident years 1995
and prior, in excess of approximately $929 million, subject to a cumulative aggregate limit of $175.0 million.
Fairfax has agreed to indemnify pursuant to an indemnification agreement dated March 22, 2001 ORC and
Hudson for any failure by ORC Re Limited to fulfill its obligations under this agreement.

Blanket Assumption Endorsement Agreement

ORC has agreed to allow Ranger Insurance Company, a subsidiary of Fairfax, to attach an assumption of
liability endorsement to its policies where required. The agreement applies to endorsements issued from
July 1, 1999 to the termination of the agreement. The agreement will terminate upon Ranger receiving an
A.M. Best rating of A- or better, Ranger ceasing to be under the control of Fairfax, or either party giving the
other party 30 days notice. Following termination of the agreement, ORC will remain liable for any losses
occurring prior to the effective date of the termination, pursuant to the terms of the endorsements. Fairfax has
agreed to indemnify ORC for any obligation under this agreement. We anticipate that Ranger will meet all of
its obligations in the normal course of business, and it does not anticipate making any payments under this
guarantee that would require ORC to utilize the indemnification from Fairfax.

Lease

The principal offices of Odyssey America and ORC are located in space leased by Odyssey America in
Stamford, Connecticut. The lease covers approximately 96,500 square feet of office space at 300 First
Stamford Place. The term of the lease expires September 30, 2007.

88



PART IV
Item 14. Exhibits, Financial Statement Schedules, and Reports on Form 8-K
Financial Statements and Schedules

The Financial Statements and schedules listed in the accompanying index to Consolidated Financial
Statements in Item 8 are filed as part of this report. Schedules not included in the index have been omitted
because they are not applicable.

Exhibits

The exhibits listed on the accompanying Index to Exhibits on page E-1 are filed as a part of this report.

Reports on Form 8-K

None
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

OpyYssEY RE HoLbpINGS CORp.

By: /s/ ANDREW A. BARNARD

Name: Andrew A. Barnard
Title: President, Chief Executive Officer

Date: March 6, 2002

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below
by the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date

/s/  ANDREW A. BARNARD Director and Principal Executive Officer =~ March 6, 2002
Andrew A. Barnard

/s/  CHARLES D. TROIANO Principal Financial and March 6, 2002
Charles D. Troiano Accounting Officer
* Director March 6, 2002

V. Prem Watsa

* Director March 6, 2002
James F. Dowd

* Director March 6, 2002
Winslow W. Bennett

* Director March 6, 2002
Robbert Hartog

* Director March 6, 2002
Anthony F. Griffiths

* Director March 6, 2002
Paul B. Ingrey

*By: /s/ ANDREW A. BARNARD

Attorney-in-fact
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Number

EXHIBIT INDEX
Title of Exhibit Page

3.1

32

4.1

10.1

10.2

10.3

10.4

*10.5

10.6

*10.7

10.8

10.9

*10.10

Amended and Restated Certificate of Incorporation (incorporated herein by reference to
the Registrant’s Amendment No. 1 to Registration Statement on Form S-1
(No. 333-57642), filed with the Commission on May 4, 2001).

Amended and Restated By-Laws (incorporated herein by reference to the Registrant’s
Amendment No. 1 to Registration Statement on Form S-1 (No. 333-57642), filed with the
Commission on May 4, 2001).

Specimen Certificate representing Common Stock (incorporated herein by reference to the
Registrant’s Amendment No. 2 to Registration Statement on Form S-1 (No. 333-57642),
filed with the Commission on May 29, 2001).

Administrative Service Agreement between Odyssey America Reinsurance Corporation and
Compagnie Transcontinentale de Réassurance (France), effective from July 1, 2000
(incorporated herein by reference to the Registrant’s Registration Statement on Form S-1
(No. 333-57642), filed with the Commission on March 26, 2001).

Administrative Service Agreement between Odyssey America Reinsurance Corporation and
Compagnie Transcontinentale de Réassurance (Singapore), effective from July 1, 2000
(incorporated herein by reference to the Registrant’s Registration Statement on Form S-1
(No. 333-57642), filed with the Commission on March 26, 2001).

Affiliate Guarantee by Odyssey America Reinsurance Corporation dated as of July 14, 2000
relating to Compagnie Transcontinentale de Réassurance (incorporated herein by reference
to the Registrant’s Registration Statement on Form S-1 (No. 333-57642), filed with the
Commission on March 26, 2001).

Blanket Assumption Endorsement Agreement between Ranger Insurance Company and
Odyssey America Reinsurance Corporation dated as of July 1, 1999 (incorporated herein by
reference to the Registrant’s Registration Statement on Form S-1 (No. 333-57642), filed
with the Commission on March 26, 2001).

Tax Allocation Agreement effective as of June 19, 2001 among Fairfax Inc., Odyssey Re
Holdings Corp., Odyssey America Reinsurance Corporation, Odyssey Reinsurance
Corporation, and Hudson Insurance Company filed herewith and Inter-Company Tax
Allocation Agreement among TIG Holdings, Inc. and the subsidiary corporations party
thereto and Agreement for the Allocation and Settlement of Consolidated Federal Income
Tax Liability, as amended (each incorporated herein by reference to the Registrant’s
Amendment No. 2 to Registration Statement on Form S-1 (No. 33-57642), filed with the
Commission on May 29, 2001).

Amended and Restated Employment Agreement dated as of April 1, 2001 between Andrew
Barnard and Odyssey Re Holdings Corp (incorporated herein by reference to the
Registrant’s Amendment No. 1 to Registration Statement on Form S-1 (No. 333-57642),
filed with the Commission on May 4, 2001).

Employment Agreement dated as of October 1, 2001 between Charles D. Troiano and
Odyssey Re Holdings Corp.

Employment Agreement dated as of May 23, 2001 between Michael Wacek and Odyssey
Re Holdings Corp (incorporated herein by reference to the Registrant’s Amendment No. 2
to Registration Statement on Form S-1 (No. 333-57642), filed with the Commission on
May 29, 2001).

Lease Agreement between TIG Insurance Company and First Stamford Place Company in
relation to 300 First Stamford Place, Stamford, Connecticut, as amended (incorporated
herein by reference to the Registrant’s Amendment No. 2 to Registration Statement on
Form S-1 (No. 333-57642), filed with the Commission on May 29, 2001).

Registration Rights Agreement dated as of June 19, 2001 among Odyssey Re Holdings
Corp., TIG Insurance Company and ORH Holdings Inc.
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Number

Title of Exhibit Page

10.11

10.12

10.13

10.14

10.15

10.16

*10.17

*10.18

*10.19

10.20

10.21
10.22

10.23

10.24

Investment Management Agreement between Hamblin Watsa Investment Counsel Ltd. and
TIG Reinsurance Company dated as of April 13, 1999 (incorporated herein by reference to
the Registrant’s Amendment No. 1 to Registration Statement on Form S-1

(No. 333-57642), filed with the Commission on May 4, 2001).

Investment Management Agreement between Hamblin Watsa Investment Counsel Ltd. and
Odyssey Reinsurance Corporation dated as of May 11, 2001 (incorporated herein by
reference to the Registrant’s Amendment No. 2 to Registration Statement on Form S-1
(No. 333-57642), filed with the Commission on May 29, 2001).

Investment Management Agreement between Hamblin Watsa Investment Counsel Ltd. and
Hudson Insurance Company dated as of May 11, 2001 (incorporated herein by reference to
the Registrant’s Amendment No. 2 to Registration Statement on Form S-1

(No. 333-57642), filed with the Commission on May 29, 2001).

Investment Administration Agreement between Fairfax Financial Holdings Limited and
TIG Reinsurance Company dated as of April 13, 1999 (incorporated herein by reference to
the Registrant’s Amendment No. 1 to Registration Statement on Form S-1

(No. 333-57642), filed with the Commission on May 4, 2001).

Investment Administration Agreement between Fairfax Financial Holdings Limited and
Odyssey Reinsurance Corporation dated as of May 11, 2001 (incorporated herein by
reference to the Registrant’s Amendment No. 2 to Registration Statement on Form S-1
(No. 333-57642), filed with the Commission on May 29, 2001).

Investment Administration Agreement between Fairfax Financial Holdings Limited and
Hudson Insurance Company dated as of May 11, 2001 (incorporated herein by reference to
the Registrant’s Amendment No. 2 to Registration Statement on Form S-1

(No. 333-57642), filed with the Commission on May 29, 2001).

Amendment Number Two to Stop Loss Agreement filed herewith and Stop Loss
Agreement dated December 31, 1995 among Skandia America Reinsurance Corporation
and Skandia Insurance Company Ltd., as amended (incorporated herein by reference to the
Registrant’s Amendment No. 1 to Registration Statement on Form S-1 (No. 333-57642),
filed with the Commission on May 4, 2001).

Indemnification Agreements between Odyssey Re Holdings Corp. and each of its directors
and officers dated as of March 21, 2001.

Term Note dated as of June 19, 2001, including Postponement Agreement dated as of
January 31, 2002 related thereto.

Investment Management Agreement between Hamblin Watsa Investment Counsel Ltd. and
Newline Underwriting Management Ltd. dated as of February 16, 2001 (incorporated
herein by reference to the Registrant’s Amendment No. 2 to Registration Statement on
Form S-1 (No. 333-57642), filed with the Commission on May 29, 2001).

Intentionally deleted.

Indemnification Agreement in favor of Odyssey Reinsurance Corporation and Hudson
Insurance Company from Fairfax Financial Holdings Limited dated as of March 22, 2001
(incorporated herein by reference to the Registrant’s Amendment No. 1 to Registration
Statement on Form S-1 (No. 333-57642), filed with the Commission on May 4, 2001).

Indemnification Agreement in favor of Odyssey Reinsurance Corporation from Fairfax
Financial Holdings Limited dated as of March 20, 2001 (incorporated herein by reference to
the Registrant’s Amendment No. 1 to Registration Statement on Form S-1

(No. 333-57642), filed with the Commission on May 4, 2001).

Odyssey America Reinsurance Corporation Restated Employees Retirement Plan, as
amended (incorporated herein by reference to the Registrant’s Amendment No. 2 to
Registration Statement on Form S-1 (No. 333-57642), filed with the Commission on
May 29, 2001).
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Number

Title of Exhibit Page

10.25

10.26

10.27

10.28

10.29

10.30

10.31

*10.32

10.33

10.34

*10.35

*10.36

21.1

%23
%24

Odyssey America Reinsurance Corporation Profit Sharing Plan, as amended (incorporated
herein by reference to the Registrant’s Amendment No. 2 to Registration Statement on
Form S-1 (No. 333-57642), filed with the Commission on May 29, 2001).

Odyssey Re Holdings Corp. Restricted Share Plan (incorporated herein by reference to the
Registrant’s Amendment No. 3 to Registration Statement on Form S-1 (No. 333-57642),
filed with the Commission on June 7, 2001).

Odyssey Re Holdings Corp. Stock Option Plan (incorporated herein by reference to the
Registrant’s Amendment No. 3 to Registration Statement on Form S-1 (No. 333-57642),
filed with the Commission on June 7, 2001).

Odyssey Re Holdings Corp. Long-Term Incentive Plan (incorporated herein by reference to
the Registrant’s Amendment No. 3 to Registration Statement on Form S-1
(No. 333-57642), filed with the Commission on June 7, 2001).

Odyssey Re Holdings Corp. Employee Share Purchase Plan (incorporated herein by
reference to the Registrant’s Amendment No. 3 to Registration Statement on Form S-1
(No. 333-57642), filed with the Commission on June 7, 2001).

Odyssey America Reinsurance Corporation 401 (k) Excess Plan, as amended (incorporated
herein by reference to the Registrant’s Amendment No. 2 to Registration Statement on
Form S-1 (No. 333-57642), filed with the Commission on May 29, 2001).

Odyssey America Reinsurance Corporation Restated Supplemental Retirement Plan, as
amended (incorporated herein by reference to the Registrant’s Amendment No. 2 to
Registration Statement on Form S-1 (No. 333-57642), filed with the Commission on
May 29, 2001).

Exchange Agreement among TIG Insurance Company, ORH Holdings Inc. and Odyssey
Re Holdings Corp dated as of June 19, 2001.

Tax Services Agreement between Fairfax Inc., Odyssey America Reinsurance Corporation,
Odyssey Reinsurance Corporation and Hudson Insurance Company dated as of May 10,
2001 (incorporated herein by reference to the Registrant’s Amendment No. 2 to
Registration Statement on Form S-1 (No. 333-57642), filed with the Commission on
May 29, 2001).

Tax Services Agreement between Fairfax Inc. and Odyssey Re Holdings Corp. dated as of
May 10, 2001 (incorporated herein by reference to the Registrant’s Amendment No. 2 to
Registration Statement on Form S-1 (No. 333-57642), filed with the Commission on
May 29, 2001).

Note Purchase Agreement dated as of November 15, 2001 among Odyssey Re Holdings
Corp. and the purchasers listed in Schedule A attached thereto, including the form of
Notes issued in connection therewith.

Amended and Restated Credit Agreement dated as of January 31, 2002 among Odyssey Re
Holdings Corp., Bank of America, N.A., JP Morgan Chase Bank and the other financial
institutions party thereto.

List of the Registrant’s Subsidiaries (incorporated herein by reference to the Registrant’s
Registration Statement on Form S-1 (No. 333-57642), filed with the Commission on
March 26, 2001).

Consent of PricewaterhouseCoopers LLP.
Powers of Attorney.

* Filed herewith.
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